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THE UNITED NATIONS IN ACTION 


IMPLICATIONS OF THE WAR IN KOREA 


A: ER seven weeks of the war in Korea the situation in mid-August is 
that the American army, having fought a long delaying action and 
wheeled backwards across the mountains from a position facing north on the 
38th parallel to one facing west behind the Naktong river, have been at last 
sufficiently reinforced through the port of Pusan to counter-attack with 
considerable vigour on the extreme left flank. It is still too early to say that 
the narrowing area that they hold will not be further contracted. But the 
danger, at one time grave, that their outnumbered forces would be driven 
right back to the sea before sufficient strength could be built up to hold a 
defensive perimeter in front of Pusan, and that an evacuation on the lines of 
Dunkirk would follow, with its formidable sequel of a fresh landing on a 
defended shore as the only alternative to a confession of defeat, is now re- 
duced. General MacArthur speaks confidently of his prospects; if he can 
make even the immediate environs of Pusan impregnable, so gaining time to 
bring the resources of the United States into action, then, unless a greater 
Power than North Korea intervenes on the other side, it is certain that he will 
ultimately reconquer all the ground that has been lost in the long retreat. 
The implications of the Korean affair for the world, obscure as they still are, 
are best discussed on the assumption that this will be the course of the 
campaign in the coming winter and spring. 

The broad truth of the prevailing view that Russia stands in some sense 
behind the North Korea aggression scarcely needs argument. It is sufficiently 
demonstrated by the weight of Russian-manufactured war equipment to 
which the invaders owed so much of their initial advantage. It remains 
possible, however, to hold different opinions as to whether the attack was 
deliberately planned in the Kremlin, and if so with what intention. Mr. 
Henry Wallace, in resigning from the Progressive party in the United States, 
has said that the Soviet could have prevented the Korean war, and could 
stop it at any time. That is certainly true; but it is not quite the same thing as 
saying that the North Koreans marched under Russian orders. The puppet 
government may have launched out on an adventure of their own; it is 
perhaps @ priori improbable, but no conclusive evidence to contradict the 
hypothesis has yet been adduced. The powerful chapter of Mr. Churchill’s 
new volume, in which he exposes the immense miscalculations of the Soviet 
rulers in 1941, is a warning against regarding them as infallible masters of 
circumstance. Moreover, even supposing that they actively plotted the 
invasion, there have been signs that they were unprepared for the rapidity 
of its initial success. 

Let it be acknowledged, however, that it is more probable than not that 
the order to march originated in Moscow. What motive in that case lay 
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behind it? A merely tactical experiment is scarcely in question; no weapon 
has been reported in use by the North Koreans that was not well known in 
the world war, and the veteran Russian generals need no proof of the advan- 
tage enjoyed by local superiority of numbers and armament over a sparse 
defending army that has to be maintained, even by a great Power, over 
thousands of miles of ocean. It is more plausible to regard the operation as 
a strategical reconnaissance in force: an attempt to measure the resources 
that the free nations can and will commit in defence of international law in 
regions not obviously vital to their own security. It could, thirdly, be the 
beginning of a planned series of “‘little wars”, the object of which would be 
to weaken the Western Powers by involving them in difficult and unprofit- 
able campaigns at the ends of long lines of communication and so dispersing 
their strength against the hour when it may be convenient to strike in one 
of the crucial strategic areas. This supposition has enough inherent probability 
to cause the known danger-spots on the world map—such as Persia or Tibet 
—to be anxiously watched in the coming months. 

Consistent with most of these hypotheses would be the intention to under- 
mine the United Nations. At the date of the invasion Russia had been an 
absentee from the Security Council for five months, and the Soviet would 
evidently not lament if their abstention caused it to founder in impotence 
altogether. The Russian leaders can scarcely have failed to study the lessons 
of the Abyssinian crisis fifteen years ago, when fifty States associated in the 
League of Nations condemned aggression but by flinching from the risks of 
maintaining their judgment in action so impaired the moral authority of the 


League itself that it was powerless even to speak out against the greater 
aggressor of 1939. If the like impulse to condemn with limited liability 
should manifest itself among the members of the United Nations, that 
organization might be cleared from the path of Communist aggression as the 
League had been cleared from the path of the Axis conspiracy. 


Surprise and Counter-Surprise 


fy that was the calculation of the Soviet, they have been dramatically con- 
founded by the event. The strategic surprise that they or their puppets 
achieved could scarcely have been more complete; the speeches of Mr. Foster 
Dulles in South Korea not many days before the invasion showed utter 
unawareness that the danger was imminent. But the political surprise of 
the American reaction to the attack must have been even more cataclysmic 
for the Russians. They were well aware—for it was no secret from the world 
—that the State Department had resigned themselves some time ago to the 
conclusion that Korea was indefensible, or could be defended only by an 
expenditure of effort with which neither its strategic nor its political value 
was judged commensurate. The trend of American policy was all in the 
direction of a fairly early withdrawal. Within a matter of hours from the 
crossing of the 38th parallel by the North Koreans, this policy was repudiated 
and reversed; and the man responsible for the reversal was President Truman 
himself. Not for the first time in his surprising career he has shown himself 
uniquely in tune with the sentiments of the people he leads; for his prompt 
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action in ordering full military support for the South Koreans, and his 
declaration of the duty of the United States to stand out—with a final dis- 
claimer of the last relics of isolationism—as champion in arms of the rule of 
international law was immediately echoed by the overwhelming consensus 
of American opinion, which did not waver even when the bill, alarmingly 
heavy in terms not only of dollars but of dislocation of the national life, was 
presented. 

But while the hands that grasped the threatening nettles of Korea were 
those of the United States, the voice was that of the United Nations. Faced 
by a test closely resembling that in which the old organization of collective 
security collapsed, the new has suddenly found its feet, confounding the 
pessimists who had supposed that the Russian withdrawal from the Security 
Council was already the beginning of ihe end. That nearly all the members 
not already enrolled with the Communist malcontents, including the United 
Kingdom and the Dominions of the Commonwealth most directly involved 
in Pacific affairs, should have promptly acknowledged their obligation, is by 
far the most striking and the most hopeful feature of the crisis. The contrast 
between the fortunes of the League, with the United States standing aloof, 
and those of U.N., rallying to American leadership, could not be more 
marked. But there is no substance in the taunts of the cynics who say that 
collective security is only effective when the interests of a Great Power are 
threatened. The United States has no selfish interest in South Korea: only 
the interest common to all civilized States in withstanding aggression 
wherever it may show its head. 

It is also to be counted for gain, though the gain leaves a wry taste in the 
mouth, that the liberal Powers have been compelled to look straight in the 
face the disagreeable facts of their military unpreparedness. American opinion 
has been made suddenly and uncomfortably aware, as British opinion was 
made aware in the days of Magersfontein and Colenso, of the extreme diffi- 
culty with which even a Great Power maintains an army in a little war fought 
thousands of miles away, and is now absorbing the shock of discovering 
how much, after five years of disarmament, the social order must be strained 
in order to rebuild an army fit to be a safeguard against world war. Europe 
confronts, what has hitherto been politely ignored, the cold arithmetical 
calculation that Russia bestrides the continent with eighty mobilized divisions, 
one-third of them armoured, against which should they march westwards 
not more than twelve are immediately available for the defence. The latest 
sign that these harsh facts have been recognized, and that the threatened 
nations are at last ready to face the sacrifices necessary to reconstruct their 
ramparts in the limited time during which they enjoy the guarantee of 
American supremacy in the field of atomic war, is the passage in the Con- 
sultation Assembly at Strasbourg on August 11 of Mr. Churchill’s motion 
calling for the formation of a European army. That the British Parliament, 
summoned next day to reassemble on September 12, will be ready to meet all 
the demands of the Government’s new defence programme may be taken as 
assured. 





THE UNITED NATIONS IN ACTION 


Russia and Asia 


HE Korean crisis, then, has revealed to the United Nations in a penetrat- 

ing light both their abiding moral strength and their temporary physical 
weakness; and both aspects of their new self-knowledge are profitable to 
them. At the same time there is much that the Russians also have gained. 
Whether Mr. Malik’s unexpected reappearance in the presidential chair of 
the Security Council was part of the original plan presumed to underlie the 
invasion of June 25, or an improvised move to recover what was lost when 
the vigorous reaction of the United Nations took the Soviet by surprise, his 
tactics at Lake Success give some clue to the kind of advantage the Russians 
may expect to accrue to them from the mere continuance of the Korean 
struggle. 

As usual Mr. Malik’s line of argument at Lake Success was more impor- 
tant as propaganda than for its legal value. The contention that the struggle 
in Korea was a civil war, with which the United Nations was by its con- 
stitution unconcerned; and the corollary, that the American forces were 
foreign intruders who should be immediately called upon to withdraw, will 
not bear examination. The Korean Republic, originally intended to be a 
unitary State, was set up at Seoul at the direct instance of the United Nations, 
and it was only the difficulties raised by the Russians themselves that pre- 
vented the extension of its authority beyond the 38th parallel. It is therefore 
the lawful duty of the United Nations to sustain, if necessary by force, the 
administration for whose existence it is responsible. But Mr. Malik was 
obviously addressing an audience, beyond the walls of Lake Success, which 
is uninterested in the logic of international law. It is incontrovertible fact 
that the American troops, and the other contingents of the United Nations, 
are foreigners in Korea; and the opposing foreigners, the Russians, are not 
visibly intervening on the other side. Consequently, it is easy for Russian 
propaganda to present to the Asiatic masses a picture of “imperialist” aggres- 
sion by strangers from other continents upon Asia, while the Kremlin, 
benevolent as are its feelings for the aspirations of the Asiatic peoples, con- 
scientiously refrains from interfering in their concerns. 

It would be unwise to underestimate the specious appeal of this attitude. 
It is directed, no doubt, more especially to China. The accompanying sug- 
gestion that the quarrel might be reconciled by making the admission of the 
Communist Government of China to the Security Council a condition pre- 
cedent of settlement, has undoubtedly seemed plausible to many Asiatics, 
even to so high-minded a statesman as Mr. Nehru, whose attempt to act as 
mediator carried with it some indication of the way the subject appears to 
Asiatic minds. Possibly the gravest danger in the whole crisis is that it may 
eventually embroil the United States with Communist China; and if it were 
indeed the intention of the Soviet to precipitate world war, it might be sup- 
posed that some such mode of approach had been plotted. There is, however, 
still no evidence that the Russian leaders desire a conflict in arms; far more 
probably, like many aggressors before them, their conscious aim is to obtain 
all political advantages that may be gained by the threat of war, even though 
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consequently at the risk of war. It must, however, be accounted extremely 
unfortunate that the American Government has chosen to link the question 
of Formosa with that of Korea. This is the one serious error of judgment 
that Mr. Truman’s administration has made in dealing with the attack; and 
it is much to be hoped that in the coming months the defence of South Korea, 
which is a corporate obligation of the United Nations, and the protection of 
General Chiang Kai-Shek in Formosa, which is a private enterprise of the 
United States, will be sharply differentiated by all who take part in inter- 
national discussions. 

To what end the conflict is destined to move remains matter for specula- 
tion. The risk that world war will supervene upon it will cause anxiety for a 
long time to come. But assuming that such a supreme disaster is averted, it 
must be supposed that eventually the reinforced armies of the United Nations 
will be strong enough to drive the invaders back to the 38th parallel from 
which they started, It is at that point that the unknown intentions of Russia 
will raise fresh questions. It must also be observed that there will be em- 
barrassing questions for General MacArthur himself. The 38th parallel is 
merely an arbitrary line upon a map; it has no relevance to strategy. Although 
the conquest of North Korea is not among the objects of the United Nations, 
the situation must be foreseen in which some part of the Communist forces 
has been driven back over the parallel on one part of the front, while another 
is still in occupation of South Korean territory. In such a position, no com- 
mander could refrain from pushing on over the frontier in quest of what is, 
after all, the only final objective of strategy, the destruction of the enemy’s 
fighting power. 

Thus the United Nations cannot leave out of account the probability that 
their defence of South Korea will eventually compel them to counter-attack 
North Korean ground. The moment when that occurs will offer the Russians 
a choice of several courses. They may quite conceivably decide to do nothing, 
letting the United Nations restore the status quo ante, and contenting them- 
selves with the propaganda value, which may perhaps be great, of a denuncia- 
tion of the act of a group of Great Powers in coercing a small Asiatic people. 
They may send the Red Army to the rescue of North Korea; and to the 
consequences that may flow from that no man can predict the end. Or they 
might seek a general settlement of the issues outstanding between themselves 
and the Western Powers. In that event, it may be difficult for the Americans 
to make up their own minds about the permanent status of the Korean 
republic or republics. Do they intend to stay in that uncomfortable country 
indefinitely ? Or if they withdraw, have they any real hope that South Korea 
can survive for long as an island of freedom in the midst of the flood of 
Asiatic Communism? It does not seem that the State Department has yet 
formed any clear view of the future lying beyond victory in the Korean war. 
It is all part of the overriding problem of the entire free world, of how to 
find a means of living peacefully on the same globe with the Communist 
empires. 





MACKENZIE KING 


ARCHITECT OF CANADIAN SOVEREIGNTY 


HEN William Lyon Mackenzie King died on July 22 after being Prime 

Minister of Canada for twenty-one years he had seen all the main 
objectives of his political career achieved. It may be some years before his- 
tory can appraise those achievements properly or measure the stature of the 
man with the insight that only time can give. It can be said now, however, 
that his contribution to Canada, to the Commonwealth and to the world has 
left little that was incomplete. 

Mackenzie King was born on December 17, 1874, in a town in the pro- 
vince of Ontario to which early German settlers in Canada had given the name 
of Berlin, but which, during World War I, was renamed Kitchener. There is 
no doubt that he acquired his political philosophy from his father, John 
King, lecturer, essayist and legal authority of his day, who was as strict a 
Liberal as he was an elder in the Presbyterian Church. Through his long 
political career the son was accused with some justice of believing that the 
Liberal party had a divine right to govern Canada. Nor did he ever desert 
his Father’s Church. He refrained from voting for the Act of Parliament 
which merged Presbyterian, Methodist and Congregationalist churches in 
Canada and was in no small degree responsible for holding the church which 
he attended in Ottawa out of union. 

Popular legend has held always that the two real influences in Mackenzie 
King’s life were his mother whom he worshipped and his maternal grand- 
father, William Lyon Mackenzie. He took great pride in this ancestry, but 
his career was as different from that of his famous grandfather as night from 
day. William Lyon Mackenzie sacrificed home, family, career and reputation 
in his bitter fight for responsible government in Canada, only to die disgraced 
in the eyes of his contemporaries. Others built later on the foundation he had 
laid, but he himself had been too many years ahead of public opinion. 
William Lyon Mackenzie King never made that mistake. He was always a 
little behind public opinion; this was probably the greatest single factor in 
his political success. If he did not lead public opinion he had an uncanny 
skill in gauging and using it to achieve his own ends. It was more than mere 
coincidence that his long tenure of office (he was Prime Minister from Decem- 
ber 1921 to June 1926, from September 1926 to August 1930, and October 
1935 to the day of his voluntary retirement in November 1948) should have 
seen Canada take her place as an independent autonomous nation in the 
British Commonwealth of Nations and as a leader among the middle Powers 
of the world. 

The first impact of Mr. King on the development of Commonwealth 
relations came in 1922 when he had been in office less than a year. At the 
time of the Chanak incident Lloyd George called on Canada to send troops 
in the event of war with Turkey. Mr. King refused and made it clear that 
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Canada would make up her own mind in the field of foreign affairs. A year 
later he sent a Canadian Minister to Washington with full powers from His 
Majesty to sign the Halibut Treaty with the United States. 

In adopting this position, it has been suggested that Mr. King was break- 
ing new ground. This, of course, is not the case. He was following closely 
the course laid down by Sir Robert Borden during his tenure of office from 
1911 to 1920, particularly at the Peace Conference of 1919. 

In the fields of labour legislation and of social security Canadians can give 
much credit and gratitude for what they have today to Mackenzie King. It 
was in the labour field that he started his public career after his exposé of 
working conditions in one city had shocked a government into action. In 
1900 he joined the civil service to organize and head the first Labour Depart- 
ment. He entered politics as Labour Minister in 1908 and left it for a time 
with the defeat of the Laurier Government in 1911 to work for eight years in 
the labour-relations field for the Rockefeller Foundation. When he assumed 
leadership of the Liberal party in 1919 he took up the torch again politically, 
and his labour policy, his unemployment insurance, his pensions legislation 
and his family allowances paid dividends to both the country and the party. 
In the succeeding twenty-nine years he led his party to victory in five general 
elections and met personal defeat in his own constituency in three. 


Canada in the Second World War 


ORLD WAR II brought to Mackenzie King the most arduous and the 

most distasteful years of his political career. He was not a war leader, 
yet he won recognition beside men of the calibre of Roosevelt and Churchill. 
Faced with a division between French- and English-speaking Canadians on 
the issues of the war, he achieved by compromise a measure of national unity. 
In doing so he split his own Cabinet on the issue of conscription to provide 
Canadian reinforcements and saved his Government and himself by a switch 
in policy which few politicians could survive. He not only survived then but 
won another sweeping vote of confidence from the Canadian people in 1945 
to achieve finally his personal ambition to hold office longer than any other 
Commonwealth Prime Minister. 

The one adjective which was applied to Mackenzie King with equal con- 
fidence by his political friends and his political opponents was “astute”. 
There is perhaps no exact opposite to that adjective, but if there were it 
would have been applied by friends and opponents alike to Mackenzie King’s 
lifelong antagonist, Arthur Meighen. The adjective designates a quality 
which is probably neither good nor evil in itself, but which it is desirable for 
a statesman to possess in a certain degree in connexion with other qualities. 
The political history of Canada since the two men entered Parliament sug- 
gests that it is better to have too much of it than too little. But Mr. Meighen’s 
lack of it, which deprived the Conservative party for a quarter of a century 
of what was otherwise the best leadership that was available to it, may have 
contributed as much to Mr. King’s success as his own superabundance. 
Mr. King was not only astute; he was amazingly fortunate. 

He was defeated in the Reciprocity Election of 1911, after having been 
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two years in the Cabinet, and was thus out of Parliament, and for most of the 
time, as an officer of the Rockefeller Foundation, out of the country during 
the heart-breaking years, for Canadian Liberals, of the first world war and 
the formation of the Union Government. This was due to pure good fortune 
and not at all to astuteness, for in both 1911 and 1917 he exerted the utmost 
effort to be elected; but it was immensely advantageous in the contest for 
the succession to Sir Wilfrid Laurier, for it left him completely free of the 
animosities and recriminations between those Liberals who had gone Unionist 
and those who had remained faithful to the old leader. 


A Famous Constitutional Controversy 


IMILARLY, the King—Byng episode of 1926 was far more the product 

of lack of astuteness on the part of Mr. Meighen than of astuteness on 
the part of Mr. King—though this is not to suggest that Mr. King missed 
any opportunities. The Governor General, being advised by his Prime 
Minister to dissolve Parliament—which had only been elected a few months 
before—inquired of Mr. Meighen, the only possible alternative head of a 
Government, whether he thought he could carry on in the existing House 
of Commons. Mr. Meighen, relying upon certain assurances of the Progres- 
sive leaders—which all subsequent developments have shown to have been 
most misleading, not because of bad faith but because of the unorganized 
nature of the Progressive party—replied that he was willing to undertake the 
Government. Whether this is (or was then, for it can be argued that the 
election results established a new constitutional rule) the one situation in 
which the Governor General, being able to find other advisers, was entitled 
to refuse the advice of those whom he had is a question which may be left 
to the constitutional authorities. But the shifts to which Mr. Meighen was 
forced to resort to operate the Government, and the ultimate refusal of the 
Progressives to support him in those shifts, played completely into Mr. King’s 
hands, and an election which, if granted on his advice, would almost cer- 
tainly have led to his defeat resulted, when granted on the advice of his 
opponent and after three days of incredible parliamentary manceuvring, in 
his triumphant return to power. 

The constitutional question as it was raised in those three days and in the 
election discussions had nothing to do with the relations between the Parlia- 
ment of Canada and the Government of Great Britain, though there was 
plenty of effort to make it look as if it had. Mr. King showed his astuteness 
at its top form when he tried to shift the issue on to that ground, by advising 
Lord Byng to consult the British Secretary of State for the Dominions—an 
advice which, it is to be noted, was not given in his capacity of Prime 
Minister, for it came subsequently to his resignation and was accompanied 
with the information that “I shall be pleased to have my resignation withheld 
at Your Excellency’s request” during this consultation. But Lord Byng was 
much too wise to be lured into this trap, and the only charge which can 
reasonably be laid against him, unless it be claimed that he was absolutely 
bound to stick to his original advisers, was that he showed unwisdom in 





MACKENZIE KING 307 


accepting Mr. Meighen’s assurance that he could carry on, in view of the 
very serious danger that he could not. 

One more case where fortune was better than astuteness is that of 1930. 
To be astute enough to know that the five years following the great depres- 
sion of 1929 would be good years to be out of power would have been much; 
to be astute enough also to accept defeat deliberately for that period is more 
than any statesman can be credited with, especially a statesman of 56 who 
could hardly count with assurance on fifteen more years of active life. Mr. 
King did not make his “not a five-cent piece” speech just to ensure that Mr. 
Bennett would win the election. 

The astuteness which secured a “nem. con.” vote for entry into the war 
in 1939, by associating it with the pledge that there should be no conscription 
for oversea service, is indisputable; luck does not intervene at such moments. 
The astuteness which secured release from that pledge by the plebiscite is 
equally incontestable, but its results were somewhat spoiled by bad manage- 
ment of the plebiscite campaign in Quebec, for which the French members 
of the party are more to be blamed than Mr. King. It was in the middle of 
the war, and admittedly it was difficult to draw the line between arguments 
against release from the pledge and arguments against Canadian participation 
or at least against voluntary enlistment; but the broadcasting authorities 
excited widespread resentment in Quebec by the limitations which they 
placed upon radio campaigning for a No vote. 


Mr. King and his Party 


R. KING succeeded a leader who was a French Canadian from Quebec, 

and whose long term of office was brought to an end by the defection 
of a large part of his French support. It was natural that his chief concern in 
the leadership should be the preventing of similar defections. That he suc- 
ceeded in doing so even throughout the entire course of the second world 
war, and handed over the party to another French Canadian leader with its 
strength in Quebec practically unimpaired and with a strong hold on the 
rest of the country, was a tremendous achievement. He was both astute and 
fortunate in the choice of his successive French lieutenants. Mr. Lapointe, 
it is true, he inherited from Sir Wilfrid Laurier, but he developed him with 
the greatest skill; and Mr. St. Laurent is Mr. King’s own personal discovery. 
He was equally skilled in dropping colleagues when they had ceased to be 
useful, and often managed this (as in the case of General McNaughton) 
without losing their friendship and assistance. In regard to Commonwealth 
relations his chief concern, as has been pointed out, was the absolute 
supremacy of the Canadian Parliament over all Canadian matters, a concern 
which he sometimes carried to an extreme, as in the case of the early stages of 
the air-training project. In this, however, as in the steady increase of the 
powers of the Prime Minister, he was in accord with the tendencies of the 
time, and he was again fortunate in that he could appeal to the record of 
Sir Robert Borden in regard to both tendencies. 

Canada, 
August 1950. 





REPORT ON STERLING 


BEFORE AND AFTER DEVALUATION 


N article in THE Rounp TABLE last December* described in broad out- 

line the effects of post-war British economic policy on our international 

trading and exchange position and the events which led up to the devaluation 
of sterling in September 1949. 

Since the appearance of that article statistics of the sterling area’s visible 
trade, the U.K. balance of payments and the drain on the sterling area’s gold 
and exchange resources during 1949 have been published, and it is therefore 
possible to examine more accurately the various factors which, in combina- 
tion, brought about sterling devaluation. 

The main purposes of this article are to reconsider in some detail the 
period immediately preceding devaluation, and to assess as accurately as 
possible the relative importance of the various forces operating against ster- 
ling at that time; to consider, in the light of our knowledge of the preceding 
period, the improvement which has taken place since September 1949; and 
to try and assess, as far as it is possible to do so in the darkening international 
scene, the present and prospective exchange position of sterling. The article 
is mainly concerned with the relationship of sterling to the dollar area, and 
no attempt is made to deal with such special problems as the outstanding 


sterling balances or the place of sterling in the recently concluded European 
Payments Agreement. 


Before Devaluation 


T the time of devaluation last September the drain on the sterling area’s 
gold and dollar reserves was attributed in varying measure to a falling- 
off in sterling area exports to the dollar area, a loss of dollar earnings owing 
to transactions in “cheap” sterling, and various financial manceuvres which 
may be styled a “bear” movement against sterling. This latter movement was 
largely the result of precautionary measures taken against the possibility that 
sterling might be devalued, though there was also an element of speculation 
by those who had no need to take precautions as such. Thus raw material 
purchases in hard currencies were postponed in the hope that they could be 
made more cheaply if and when sterling fell; and whilst cash down was 
exacted for sales to the sterling area, expedients to postpone payment for 
purchases from it were freely employed. 

In the clearer perspective of a year gone by one can see that in the months 
preceding devaluation undue weight was given both to the effects of high 
costs of production in the U.K. in reducing exports to the hard-currency 
areas and to actual gold losses resulting from “cheap” sterling transactions. 
On the other hand, it would now seem that insufficient weight was then 


* “Devaluation of Sterling”, THz Rounp Taste, No. 157, December 1949. 
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attached to the “bear” movement against sterling. The trading figures now 
available show that the drain on our reserves in the second and third quarters 
of 1949 was almost twice as great as can be explained by any increase in the 
sterling area’s visible deficit with hard-currency countries. Also, thanks to 
the work of the U.S. Department of Commerce, it is now possible to make 
a reasonably accurate estimate of the loss due to “cheap” sterling transactions. 
With the aid of this information, and by making certain estimates of the 
influence of other items such as “invisibles” and certain gold settlements 
which contributed to the net loss of gold and dollars, it is possible to make 
an approximate assessment of the extent to which the financial transactions 
of the “bear” movement contributed to the fall of sterling. 


Visible Trade 


The principal trends in sterling area trade with the hard-currency countries 
up to the time of devaluation are shown by the tables set out below. 


Tasie I. Trade of U.K. with Dollar Area (U.S.A., Canada and American 
Account Countries) 


($ million: calculated trom U.K. Trade Returns) 





1948 1949 
Quarterly | Fourth First Second Third 
average quarter quarter quarter quarter 


Exports (f.0.b.) . A 175 190 182 150 153 
Imports (c.i.f.) . . ‘ 460 410 426 503 515 


























Apparent deficit KY vee —285 —220 —244 —353 — 362 





TasueE II. Trade of Rest of Sterling Area (excluding S. Africa, Aden and 
Hong Kong) with U.S.A. and Canada 


($ million: U.S.A. and Canadian Trade Returns) 


1948 anol _-- 38 
Quarterly | Fourth First Second 
average quarter quarter quarter 


Exports (f.0.b.) ° ‘ 290 282 278 243 
Imports (f.0.b.) : ; 244 272 279 270 

















Apparent deficit (—) or sur- 
plus(+) . . ‘ 

















+46 +10 —I —27 Nil 





These tables require cautious interpretation. The U.S.A. figures included 
in Table II list imports into U.S.A. by country of origin. They will thus show 
imports of some sterling area commodities which in fact earned us no dollars 
because they were purchased with “cheap” sterling and invoiced in dollars 
by third countries outside the sterling area. The figures for U.K. imports 
require adjustment to an f.o.b. basis, since our net earnings on account of 
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shipping and insurance are dealt with separately in the Balance of Payments 
Accounts under the heading of “‘invisibles”. Lastly, allowance must be made 
for the various time-lags involved between shipment from the consigning 
country, entry in the Trade Returns, and financial settlement. Most raw 
materials and bulk foodstuffs are normally paid for on a basis of “cash against 
documents” (sometimes on shipment and sometimes on arrival), but manu- 
factured goods are frequently sold on credit or consignment. Thus the fall 
in Rest of Sterling Area imports leaving U.S.A. and Canada in the third 
quarter of 1949 would normally be reflected in financial settlements mainly 
in the fourth quarter. 


The “‘Bear’’ Movement 


If, however, due allowance is made for the difficulties described in the 
preceding section, it is possible to distinguish and list in approximate order 
of importance the various causes which contributed to the decline in the 
gold and dollar earnings of the sterling area in the period immediately before 
devaluation. 


TABLE III. Apparent Deterioration in Current Gold and Dollar Position of 
Sterling Area in 2nd and 3rd Quarters of 1949, and Actual Increase in Gold 
and Dollar Deficit 





2nd quarter compared | 3rd quarter compared 
with 1st quarter with 1st quarter 
$ million $ million 





U.K. Visible Trade with Dollar Area and 
Rest of Sterling Area Visible Trade 
with U.S.A. and Canada . ; : 75/135 90/150 

Add: “Cheap” Sterling Transactions . 10 20 

“Invisibles” and Sundries . é 5 25/50 nil/s5o0 





TOTAL . : ° ° . ; 110/195 110/220 


Actual increase in gold and dollar deficit 
for comparison : : : 302 300 approx.* 














* This figure is arrived at after adjustment for the reflux of nearly $100 million into the 
Reserves in the last fortnight of September, which was clearly unconnected with our 
current earnings and properly belongs to the position after devaluation. 


From this table it will be seen that the changes in our balance of payments 
on gold and dollar account which can be accounted for by changes in our 
current net earnings position in the second and third quarters of 1949, 
namely, $110/195 million and $110/220 million respectively, fall far short of 
the increased payments deficits which actually occurred. It appears, therefore, 
that the “bear” movement which took place against sterling was very large 
and that it caused an increase in the gold and dollar drain of not less than 
$105 million in the second quarter and $80 million in the third quarter. 
Indeed, it is not unlikely that the additional drain in each of these quarters 
due to this cause was as great as $190 million. If so, these are important 
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figures, for in order of magnitude they are directly comparable with the drain 
due to the actual deterioration in the U.K. and sterling area balance of current 
trade with the dollar area. 


Development of the Crisis 


HE calculations made above supply the necessary background of statisti- 

cal fact for a review of the developments leading up to the devaluation 
crisis of September 1949. The actual changes in our gold and dollar deficit 
and their effects on the sterling area’s reserves from January 1, 1948, to 
September 30, 1949, are summarized in Table IV below. 


TABLE IV. Gold and Dollar Deficit of Whole Sterling Area and State of 
Gold and Dollar Reserves 





Financed by 





Drawings on 
U.S.A. and 
Canadian credits, Payments 
Current gold| I.M.F., and From gold and\ Reserves at 
and dollar | S. African gold | Marshall dollar end of 
Period deficit Loan Aid reserves quarter 


$ million $ million $ million $ million $ million 
Ist qtr. 1948 595 757 ee —162 2,241 
and 434 23 89 321 1,920 
3rd 306 163 143 1,777 





4th 375 24 430 —79 1,856 
Ist 330 62 325 —56 1,912 
2nd 632 30 340 262 1,651 
3rd 539 29 284 225 1,425* 




















* The reserves fell to approximately $1,330 million on September 17, 1949, the date 
immediately before devaluation. 


At the beginning of the first quarter of 1949 the position was fairly encour- 
aging. The current dollar deficit had been stable for nine months at a rate 
somewhat below the level of Marshall Aid receipts, so that with their help 
and that of small drawings on the I.M.F. and the remains of the U.S.A. and 
Canadian lines of credit we had been able to raise our reserves slightly. It was 
true that, unless we could have improved our position further in order to 
offset the reduction in Marshall Aid which was due from July 1949 onwards, 
these reserves might again have had to be called on, but as yet there was no 
hint of the crisis which was to blow up during the spring and summer. 

As a result of a mild recession in trade, however, a sharp downward 
adjustment of prices occurred in the U.S.A. early in 1949. New purchases 
of raw materials and foodstuffs were drastically curtailed and manufacturers’ 
and wholesalers’ stocks were allowed to run down. Commodity prices 
throughout the world fell, and since this fall led many manufacturers to 
believe that by holding off the market still longer they would be able to 
replenish their stocks even more cheaply, the effect of the recession on the 
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dollar earnings of the sterling area was severe and cumulative. The fall in 
dollar receipts was enhanced, moreover, by the technique of buying raw 
materials with “cheap” sterling for export to the United States, a practice 
becoming known to an ever-widening circle of merchants in Europe and 
America. The extent of these dealings and the size of the losses resulting from 
them were inordinately exaggerated, as were other reports (some of which 
were undoubtedly true) about the high production costs of U.K. manufac- 
tures which were said to prevent them from competing in hard cuzrency 
markets at the then level of dollar prices. The full employment policy of the 
Government and its apparently fixed determination to carry through its 
programme of social betterment whatever the state of the economic weather 
only served to increase the world’s lack of confidence, and in a remarkably 
short space of time a full scale “bear” movement was operating against 
sterling. 

Since the attempt to liquidate holdings of sterling, even at a loss, made 
sterling still cheaper on free exchanges and thereby increased the volume and 
profitability of “cheap” sterling transactions by which we lost dollars, we 
rapidly became caught in a web of fact and rumour from which official state- 
ments of intent no longer could extract us. When in July 1949 figures were 
published of the sterling area’s gold and dollar losses for the second quarter, 
confidence had already been undermined. Thereafter there was little hope of 
holding sterling, for the figures showed that during that quarter the loss 
from reserves was $262 million, despite substantial receipts of Marshall Aid 
dollars. It was only a matter of simple arithmetic to translate this into terms 
of an annual drain of more than $1,000 million and compare this rate with 
reserves then standing at no more than $1,651 million. Since these reserves 
themselves were below what had previously been officially stated to be the 
minimum safety level, it was reasonable to conclude that a severe crisis must 
occur within a year. Precautionary measures to avoid holding sterling and to 
postpone sterling payments were soon being taken not only by traders but 
by governments. At the time Socialist spokesmen referred with considerable 
bitterness to these actions, which they regarded as a deliberate and organized 
campaign against the British Government by those who disagreed with its 
economic philosophy, but in retrospect it is hard to blame those who were 
unable to resist the combination of alarmist rumours and the certain know- 
ledge that the sterling area’s principal source of dollars was failing. Traders 
and governments are not in business for their health, and the cost of pre- 
cautionary measures is insignificant compared with the losses which may 
result from being caught holding a devalued currency. The world remem- 
bered the devaluation of 1931 and the convertibility crisis of 1947. The result- 
ing pressure was too great for our limited resources to withstand, and on 
September 18, 1949, sterling was devalued. 


The Need for Higher Reserves 


NE lesson of the events of 1949 is clear. The immediate and urgent 
crisis which caused sterling to fall, after all the confident denials that 
any such move was contemplated, and despite the widespread opposition to 
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devaluation existing amongst the members of all political parties, would never 
have occurred had our reserves borne anything like their pre-war relationship 
to current price levels. Had they done so they would have exceeded $7,000 
million, and the loss which was incurred in the six months preceding devalua- 
tion would have passed almost unnoticed. It would in fact have been con- 
siderably less, since there would have been no “bear” movement to accentuate 
it. If our reserves in March 1949 had been only $1,000 million larger than 
they were, we could almost certainly have come successfully through the 
difficulties caused by what after all was only a very slight recession in America. 

The “bear” movement has been discussed above at such length, both 
because it is an aspect of the devaluation situation which seems to have 
received inadequate attention, and because the effects of its subsequent 
reversal are important when one comes to interpret the improvement in our 
reserves after devaluation. It should be emphasized, however, that although 
the “‘bear” movement was a proximate cause of so much distress it was only 
one of several causes contributing to the devaluation of sterling, and by no 
means the most important. From a long-term point of view the fundamental 
question was that of the relationship of wage and price levels in the dollar 
and non-dollar areas, and the effect of this relationship on the “‘dollar gap”. 
Many of the arguments advanced by advocates of devaluation would have 
carried weight even had there been no U.S.A. recession, no “bear” move- 
ment and no transactions in “cheap” sterling. It was claimed that devaluation 
was an ultimate necessity if the dollar gap was to be closed, because no other 
practicable means was available whereby the sterling price level could be 
reduced sufficiently to stimulate our export trade to hard-currency areas, and 


to discourage, if not eliminate, dollar competition in the sterling area and the 
markets of third countries where we might otherwise earn hard currency. 
The alternative—deflation—was ruled out by the rigid wage structure of the 
U.K., by the inelasticity of the Socialist Government’s inflationary demands 
on the economy and by the nation’s refusal to accept even transitional 


unemployment, let alone the unemployment inseparable from an effective 
deflation. 


The Results of Devaluation 


INCE devaluation, a heavy deficit on gold and dollar account has been 
turned into a substantial surplus, and there has actually been a small sur- 
plus on current trading and “invisibles” account before taking any credit for 
Marshall Aid. As a result our reserves have risen from the low point of 
approximately $1,225 million on September 17, 1949, to a figure at June 30, 
1950, Of $2,422 million, at which they exceed by $180 million the levei at 
which they stood at March 31, 1948, immediately before the inception of the 
Marshall Aid programme. ; 

In the face of results such as these the first and not unnatural reaction is to 
feel that devaluation has been a success, and that our problems for the time 
being have been solved. But it is important to realize from the outset the 
cost at which these apparently gratifying results have been achieved. By 
moving the terms of trade with the hard-currency areas still farther against 

x 
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us devaluation has added greatly to the cost of the imports on which our 
standard of living depends: we have to work harder and longer to earn the 
same loaf of bread, the same ration of meat and the same packet of cigarettes 
as before. World economic conditions have been unexpectedly favourable 
since devaluation, with a business boom and strategic stockpiling of sterling 
area raw materials proceeding apace in the U.S.A., and a high level of world 
demand persisting for the capital goods which are the U.K.’s chief exports: 
yet despite this, the improvement in our balance of trade since devaluation 
has only been achieved by maintaining and even intensifying severe re- 
straints on home consumption in order to satisfy the demands of the export 
markets. 

Table V below shows the quarterly progress in the sterling area’s gold and 
dollar reserves since devaluation, and the two succeeding tables show the 
latest available dollar trading results of the U.K. and the sterling area 
respectively. 


TABLE V. Gold and Dollar Deficit of Whole Sterling Area and State of 
Gold and Dollar Reserves 





Receipts from 





Current gold | Drawings on Payments from 
and dollar Canadian gold and dollar | Reserves at 

deficit (—) or | credit and Marshall | reserves (—) or end of 

Period surplus (+) I.M.F. Aid receipts (+-) quarter 


Before Devaluation; $ million $ million $ million $ million $ million 

2nd qtr. 1949 —632 30 340 —262 1,651 

* 3 pe pe —539 29 284 —225 1,425* 

After Devaluation 

4th qtr. 1949 —31 47 247 +263 1,688 

Ist ,, 1950 +40 27 229 +296 1,984 
- Ipigenipey: +180 18 240 +438 2,422 


























* See note to Table III. 


TABLE VI. Trade of U.K. with Dollar Area (U.S.A., Canada and American 
Account Countries) 


($ million: calculated from U.K. Trade Returns) 





1949 I9jo 
Second Third Fourth First Second 
quarter quarter quarter quarter quarter 


Exports (f.o.b.) . . 150 153 150 166 (1464) 
Imports (cif) .  . $03 515 395 299 (259T) 


Surplus (+) or deficit(—) | —353 — 362 —245 —133 (—113t) 





























t U.S.A. and Canada only, provisional. Comparable net deficits in fourth quarter 1949 
and first quarter 1950 (i.e. excluding American Account countries) were $226 million and 
$134 million respectively. 
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TABLE VII. Trade of Rest of Sterling Area (excluding S. Africa, Aden and 


Hong Kong) with U.S.A. and Canada 


($ million: calculated from U.S.A. and Canadian Trade Returns) 





1949 


19s0 





Second 
quarter 


Third 
quarter 


Fourth 
quarter 


First 
quarter 


Second 
quarter 





Exports (f.0.b.) 
Imports (c.i.f.) 


243 
270 


197 
197 


221 
177 


265 
201 


Not available 





Surplus (+-) or deficit (—) 








Nil 





+44 





+64 








Visible Trade since Devaluation 


It will be seen from Tables VI and VII that the improvement in the dollar 
trading position of the sterling area has been due much less to a growth in its 
exports to the dollar area than to a severe contraction in its imports from it. 
The import cuts agreed upon by the Commonwealth countries shortly before 
devaluation totalled approximately $700 million per annum ($400 million 
by the U.K. and $300 million by the rest of the sterling area). The U.K. has 
reduced its imports by more than the agreed quarterly rate of $100 million, 
and as far as can be seen the rest of the sterling area has at least lived up to 
the undertakings made a year ago. These import reductions have in fact been 
achieved far more rapidly than was thought possible nine months ago, an 
accomplishment probably due as much to the relative increase in the sterling 
price of dollar goods as to any conscious administrative measures. 

In one category of exports to the U.S.A., that of raw materials from the 
oversea territories of the sterling area, there has been a marked increase. It 
has been caused by the higher level of business activity which occurred in 
that country in 1950. Even here at first sight the figures are perhaps disap- 
pointing. However, because of the virtual elimination of “cheap” sterling 
transactions the improvement is greater than the figures themselves appear 
to suggest. Moreover, active restocking in the U.S.A. did not begin until the 
end of the first quarter of 1950. During the downward phase of the recession 
when traders were living on stocks, raw material purchases were below the 
needs of consumption. They rose to normal current consumption levels 
during the early recovery movement, but they did not exceed these levels 
until confidence had been established, and a high rate of business activity 
seemed likely to continue for at least a year. It would be surprising if the 
improvement registered in the first quarter of 1950 (the latest for which 
figures are at present available) did not continue throughout the second 
quarter and into the present quarter, when they will have begun to be 
influenced favourably by the demand for raw materials resulting from the 
situation in Korea. 

Direct U.K. exports to the dollar area show only modest improvement. 
This was the field in which the stimulating activities of devaluation were most 
in doubt, and these doubts at present appear to have been justified; one must 
remember, however, that but for devaluation direct exports would almost 
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certainly have continued to decline. Further, the actual volume of goods 
exported to the dollar area has increased a great deal more than the figures 
suggest, since devaluation had the general effect of reducing the dollar 
equivalents of the selling prices of U.K. manufactures. 

By applying the same technique to the trading figures in Tables VI and 
VII as was adopted in the case of Tables I and II, the normal effects of trade 
since devaluation on the dollar balance of payments can be ascertained within 
certain limits of error. The table which follows has been drawn up with the 
help of a cautious estimate for the trading results which are not yet known. 


TABLE VIII. Estimated Payments Deficits on Visible Trade of Whole Sterling 
Area with Dollar Area and Total Surplus or Deficit on Gold and Dollar 
Account 





1949 T1950 


Third Fourth First Second — 
quarter quarter quarter quarter 


$ million $ million $ million $ million 








1. Estimated payments deficit 


on visible trade . . | —285/—335 | —140/—175 | —20/—70 —10/—15 
2. Actual total current account 


deficit (—) or surplus (+-) —635* +64* +40 +180 
3. Balance of deficit (—) or 

surplus (+) to be ac- 

counted for . P — 300/—350 | +204/+239 | +60/+110 | +190/+-195 























* After adjustment for the reflux of gold and dollars in the last fortnight of September. 


Reversal of the “Bear” Movement 


The “Balance of Deficit” in the third quarter of 1949 shown at line 3 above 
was analysed earlier in this article, and accounted for largely by reference to 
the “bear” movement. A similar analysis of the surpluses which appear in 
each of the three quarters following devaluation unfortunately cannot now 
be made. Information available regarding the trend of purchases of newly 
mined gold, earnings on “invisible” account and similar sundry items is still 
too scanty. Certain tentative conclusions, however, may be stated. It appears 
that not less than $100 million, and perhaps as much as $130 million, flowed 
back into the sterling area’s reserves in the fourth quarter of 1949 as a result 
of the reversal of previous “bear” operations, and that the greater part of this 
amount resulted from the covering of “bear” positions which took place 
immediately after devaluation. The return flow of funds in the first quarter 
of 1950 seems to have been small—perhaps $30/40 million—but in the 
quarter ended June 30, 1950, the rate of return from the reversal of “bear” 
positions appears to have been increased and in the three months we may 
have gained as much as $100 million. 

A return of funds of the order of $230/270 million may appear disappoint- 
ing by comparison with the drain from the “bear” movement in the six 
months preceding devaluation, but by the nature of things the recovery was 
unlikely to be so great as the loss. Purchasers in hard-currency countries who 
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were able to postpone payment of their sterling debts until after devaluation 
were then able to settle at the new rate of $2.80 to the £ instead of at the 
old rate of $4.03, and countries which did not devalue their own currencies 
but which had deliberately permitted their sterling balances to run down 
were able to replenish them at a large profit to themselves, which was a 
dollar loss to the U.K. Moreover, confidence in sterling was slow to return, 
and it is therefore natural that the reversal of “bear” positions should have 
been slow to take effect. 


Outlook for the Future 


HE present picture is in fact not unencouraging. On visible and invisible 

account together, the sterling area is now practically in balance with the 
dollar area; the drain of gold to other hard-currency countries such as 
Belgium and Switzerland has ceased; and purchases of newly mined gold 
from South and West Africa and Australia are sufficient to cover normal 
capital payments until interest and amortization on the American loan be- 
comes payable in 1952. It is important, however, to realize how precarious 
the balance is, and how dependent on circumstances. A return to serious 
balance of payment deficits and recurring sterling crises is still probable un- 
less activity in the U.S.A. continues at a high level for two or three years 
(which seems assured by the projected rearmament programme), Malaya 
continues to provide a steady flow of dollars from exports of tin and rubber, 
and there is no foolish relaxation of the recently imposed cuts on U.K. and 
sterling area dollar expenditure. If we could continue to balance our trading 
accounts with the dollar area with little or no assistance from Marshall Aid, 
the dollars received from this source up to the end of the programme in 
June 1952 would be available either to strengthen our gold and dollar 
reserves or to import larger quantities of capital goods to strengthen our 
competitive position. Sterling cannot be secure until our reserves are suffi- 
cient not only to tide over the temporary fall in our dollar income which 
would follow another trade recession in the U.S.A., but also to cope with the 
substantial “bear” movement which must be expected if the economic climate 
again grows unfavourable. A very minor trade recession there produced a fall 
in our current dollar income of the order of £150 million per quarter. 
A “bear” movement restricted by every conceivable kind of administrative 
control nevertheless increased our net dollar payments by not less than $100 
million a quarter (and it was probably a good deal more than this). Sterling 
can hardly be considered safe and capable of withstanding the shock of 
even minor recessions in world trade until the reserves of the sterling area 
exceed $3,500 million. On present trends, this figure might possibly be 
reached by the end of Marshall Aid if the Americans were prepared to permit 
the continued use of their gifts for increasing our reserves. But increased 
German and Japanese competition will have to be faced in 1951 and 1952, 
interest and amortization on the American and Canadian loans will require 
rather more than $150 million per annum, starting on December 31, 1951, 
and in the meantime rearmament seems likely to consume part of the re- 
sources of our most important exporting industries—those making vehicles 





318 REPORT ON STERLING 


and heavy and light engineering products. Perhaps the brightest spot in the 
picture is the probability that the dollar price level will for the time being 
rise under pressure of rearmament at least as fast as the U.K. price level is 
likely to rise under pressure of wage increases. 


Sterling in a World Setting 


HE problem of the sterling area’s dollar earnings and dollar reserves is 

only one of many with which sterling as an international currency is con- 
cerned. It has, however, for so long occupied the centre of the stage that one 
can come to forget that the object of foreign trade is not primarily to gain 
gold but so to pay one’s way as to be able to purchase goods, to gain assets 
and to settle liabilities for goods and services already received. The measure of 
success or failure to attain this end is the country’s balance of payments with 
the world as a whole and not merely the dollar element contained in it. The 
results of the past three years in this wider perspective are summarized below. 


Taste IX. U.K. Overall Balance of Payments on Current Account, and 
Capital Payments involved in Settlement thereof ({, million) 





1947 | 1948 
Overall deficit on current account . : . 630 IIo 
Add Payments under guarantees against devaluation 





630 | 110 
Less Gifts received (net), including Marshall Aid . 30 





Current Total requiring settlement . : : ; 600 


Add Capital Items 
Increase in commercial investments in sterling area. 221 188 

»» 9» sundry oversea assets and currency balances 37 55 

Net repayment of sterling balances. ‘ . . 130 213 








Total settlement required . : ‘ 6 . R 988 423 





Payments in gold and dollars from reserve. ; 55 
Sales and redemptions of securities in non-sterling #1 areas 51 180 
Gold and hard-currency loans received (less repayments) . 188 














Settlement as above . . . . : . 988 423 





The size of our overall current deficit marks the extent to which the U.K. 
has been living beyond its currently earned means. Normally, this way of 
life would be financed by drawing on our capital (#.e. our gold reserves or 
our oversea investments), but in the past few years, thanks to the generosity 
of the Americans and the countries of the Commonwealth, we have not been 
required to do so, and from the beginning of 1948 onwards we only lived 
beyond our means to the extent made possible by their outright gifts.* 


* The gifts of which account is taken in Table IX above are those labelled as such in the 
official Balance of Payments Accounts. Certain payments by the U.K. herself, written off 
in the Current Account at various dates since the war, have claims to similar treatment, 
though some of the loans concerned may ultimately be recovered. The reader is referred 
to the controversy in the columns of The Observer on this subject. 
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The division of the world into different countries and currency areas has 
meant that settlement of the balance has not been a simple matter. The over- 
all figures conceal (a) a deficit with the Western Hemisphere financed by 
loans, sale of securities (including the Argentine railways), and payments in 
gold, and (d) a surplus with the rest of the world, and particularly the 
Commonwealth, as a result of which we have been enabled not only to make 
substantial net repayments from the sterling “balances” (which are debts 
owed by the U.K.), but also to increase our oversea investments in the ster- 
ling area. In effect, therefore, we have been borrowing from dollar Peter to 
pay sterling Paul, and buying securities from sterling Smith with the money 
we got from the securities we sold to South American Jones. This process 
has been unavoidable in existing circumstances, since the three-cornered 
method of settlement usual before the war can no longer be carried out: 
there is an absolute shortage of dollars, and the rest of the sterling area can 
therefore even in good times only buy U.K. exports with dollars to a very 
limited extent. 

In 1950, thanks to expanding production, it is probable that the U.K. will 
show an overall surplus on current account. That we shall be able to do this 
despite the loss of our oversea investment income and still maintain tolera- 
ble living standards at home is cause for at least limited satisfaction. But we 
remain the centre of an empire, with strategic, social, economic and financial 
commitments throughout the world. We cannot fully take care of these 
commitments until we can again provide our Colonial Empire with the 


resources it needs by investing in it on the scale it requires and without 
recourse to borrowing from America. This must be our aim, and in order 
to fulfil it we shall require not only further increases in output, but restraint 
in taking the benefits of such increases to ourselves in the immediate form 
of higher living standards. 





BACKGROUND OF THE SCHUMAN 
PLAN 


A STUDY OF THE WEST-EUROPEAN STEEL INDUSTRIES 


RYE since the original announcement by M. Schuman on May 9 of his 
proposals in regard to European coal and steel it has become increasingly 
apparent that the basic objective is political. The original announcement had 
indeed made it clear that the primary intention was to establish Franco- 
German relations on a permanently peaceful basis, but in addition it was 
subsequently emphasized by M. Schuman that the really essential feature of 
his proposals was the establishment of a supra-national authority—in fact, 
the first step towards the Federation of Europe. The main point was to take 
action with regard to a particular field rather than to get lost in a maze of 
generalizations about economic activities as a whole. 

At the same time it may be doubted whether the choice would in fact have 
lighted on coal and steel had there not been good reason for supposing that 
they were suitable subjects for the type of international experiment envisaged. 
From this point of view they are, of course, important and, at first sight, fairly 
clearly defined industries—although closer examination very soon reveals the 
complexities of the steel industry and the impossibility of establishing a clear 


line of demarcation between it and the engineering industry. 

But apart from their importance and the apparent ease with which they 
can be defined there are undoubtedly certain features of the European steel 
industries in particular which make them almost inevitably a field for inter- 
national co-operation. These factors can be very summarily described as : 


(1) their interdependence for raw materials and markets ; 

(2) the exceptional instability of the demand for steel aggravated by the 
high dependence of the European industries on export markets; and 

(3) the high proportion of overhead costs resulting from the scale of 
capital equipment and the consequent tendency towards extreme 
fluctuation in prices. 


Interdependence of the European Steel Industries 


fi is worth examining these three main factors a little further. With regard 
to the interdependence of the European countries for steel-making materials 
and markets, it is remarkable that though Europe as a whole produces more 
than enough coking coal to meet her requirements and also supplies a large 
part of the iron-ore which she uses, there is no single country which has any- 
thing like adequate supplies of both these two basic materials. 

The two facts of outstanding importance are that France produces more 
than enough iron-ore, mainly in Lorraine, to meet her own requirements, but 
is dependent upon imports of coke and coking coal for the greater part of 
her needs, whereas Germany is a considerable net exporter of coking coal and 
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coke, but is equally dependent upon imports of iron-ore. It is a mistake to 
suppose, however, that the two countries are in consequence mutually depen- 
dent. Certainly France of necessity draws the great bulk of her coking coal and 
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coke from the Ruhr; but the Ruhr has never drawn an appreciable part of its 
iron-ore from Lorraine, even when Alsace-Lorraine was a part of Germany; 
the great source of German iron-ore imports has always been Sweden. 

The position of Belgium and Luxemburg is rather similar to that of Ger- 
many and France respectively. That is to say, Belgium is a considerable coal 
producer although she in fact takes some coal from Germany; all her ore, 
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however, has to be imported, normally from France and Luxemburg. Luxem- 
burg, on the other hand, has no coal nor even any coke ovens; she, therefore, 
draws all her supplies from Germany. She is, however, a considerable pro- 
ducer of iron-ore, although this has to be supplemented by imports. Here, as 
in the case of Belgium, France is the normal source of supply, but in both 
countries since the war various factors, including the shortage of fuel, have 
caused a partial switch to. Swedish high-grade ore, involving lower fuel 
cousumption. 

The two remaining countries engaged in the Paris negotiations are even 
more poorly served with raw materials, Italy having virtually no coal and 
very inadequate iron-ore resources, whilst the Netherlands has no ore and 
only supplies a part of her own small coke requirements. 

Finally, for comparison, the United Kingdom is, of course, well endowed 
with coking coal resources. She also has considerable low-grade ore reserves, 
but these need to be supplemented by imports of higher-grade ore which 
in terms of iron content actually exceed the home production. These imports, 
however, come not from Western Europe but from Sweden, French North 
Africa, Sierra Leone and Newfoundland. 

One further point is that the interdependence of the various Western 
European countries was considerably increased by changes in the political 
and economic frontiers resulting from the 1914-18 war. In particular the 
removal of Lorraine, the Saar and Luxemburg from the pre-1914 German 
Customs Union meant that all these countries became dependent upon 
supplies of fuel from a foreign country, for the coal produced in the Saar is 


only suitable for the manufacture of coke for blast furnaces after blending 
with coal from the Ruhr. 


Instability of the Demand for Steel 


HE second main reason which has tended to prompt international action 

in regard to European steel is the well-known fact that the demand for 
steel fluctuates very much more violently than the demand for goods in 
general. The reason for this is quite simple. By far the greater part of steel 
output is used for the construction of capital goods. This can be well under- _ 
stood when it is appreciated that of the total of steel consumed in this country, 
some 28 per cent is in mechanical and electrical engineering, 13 per cent in 
building, 10 per cent in the motor, cycle and aircraft industries, 9 per cent 
in shipbuilding, and 8 per cent in railways. These uses alone account for 
more than two-thirds of the total consumption of steel. 

The instability in the demand for steel which arises from this simple fact 
is aggravated for the European industries by their very considerable depen- 
dence uponexports. Onanaverage, before the war Europe exported about one- 
third of her total steel output. For Belgium and Luxemburg the proportion 
was much higher—over 75 per cent. For France and the United Kingdom 
it was about the average of one-third and for Germany it was not much 
below. This very great dependence of European steel upon the export market 
contrasts strikingly with the experience of the rest of the world and particu- 
larly the United States, whose exports seldom exceeded 5 per cent of the 
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total output. It is true that the proportion of European steel output exported 
directly in the form of steel was tending to fall between the wars, but this 
tendency was matched by the increasing proportion of steel exported in- 
directly. Thus, from the United Kingdom it is estimated that the volume of 
indirect exports has more than doubled since before the war. Export trade 
has been still more liable to fluctuate than home trade, and the high propor- 
tion of European steel output exported, particularly from Belgium and 
Luxemburg, has certainly been a special factor aggravating the general 
tendency towards instability in the demand for steel. 


Overhead Costs and Price Fluctuations 

HE third main factor making for international action in steel is the large 

volume of capital equipment involved in steel production. The manufac- 
ture of iron and steel has always involved the use of a great deal of capital 
equipment, and the tendency in recent years has been towards an ever higher 
degree of mechanization and the consequent increase in the capital employed 
per worker. As a result the proportion of overhead costs and financial charges 
involved in steel production is much above the average, and there is a strong 
tendency in periods of low demand to sell at any price which covers the cost 
of labour and raw materials. The simplest form of weak selling is, of course, 
dumping—selling for export below the home price, and this was in fact the 
policy pursued almost continuously by the German producers and spasmo- 
dically by the French producers between the wars. This was possible 
because producers in both countries had their home markets heavily pro- 
tected. For Belgium and Luxemburg, on the other hand, dumping was not 
normally possible since these countries followed a low tariff policy. In their 
case a policy of extreme price flexibility for all sales both at home and abroad 
was traditionally pursued. Costs, including wage costs, were very much more 
flexible than in the other countries, but in any event prices were essentially re- 
lated not to costs but to what the market would bear at any particular time. In 
times of high demand consumers were charged as much as possible, whilst in 
periods of depression prices barely covered labour and raw-material costs alone. 


Pre-War Cartels 


} is these factors which explain the development of the European Steel 
Cartel, and it is against this background that the experience of the cartel 
must be briefly considered. The history of the European Steel Cartel falls into 
two quite separate parts. The cartel was originally established in 1926, the 
founder members consisting of the producers in Germany, France (including 
the Saar), Belgium and Luxemburg, who were subsequently joined in 1927 
by Austria, Hungary and Czechoslovakia. It is important to note that the 
United Kingdom was not a member and was not in any way associated with 
this original cartel. 

The immediate occasion for the formation of the cartel was of course the 
dumping and destructive price-cutting which were occurring in export 
markets, the whole problem having been aggravated by the construction of 
additional capacity by Germany in particular in order to compensate for the 
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capacity lost under the frontier changes resulting from the 1914-18 war. The 
method adopted was to fix limits to the overall production of each industry 
for home as well as export sales. Experience soon showed that this was too 
ambitious a method of attempting to deal with the basic problem of destruc- 
tive competition in export markets. This problem could only be effectively 
dealt with by overall output quotas if the sales in the home markets of the 
participating countries all moved in the same proportion. In fact the possibili- 
ties of development in the German home market proved greater than in the 
other countries and the result was that Germany was continually tending to 
exceed the production quota allotted to her, Attempts were made to meet 
this difficulty by confining regulation to export sales, but the onset of the 
depression in 1929 proved too much for the organization, which did not 
survive beyond that year. 

In the period immediately succeeding the breakdown of the first cartel, the 
European producers experienced probably the most violent contraction of 
trade that had ever come their way. In the three years 1929 to 1932 the volume 
of exports was nearly halved and their value in 1932 was barely one quarter 
what it had been in 1929. Price-cutting, in fact, developed to an even greater 
extent than hitherto, and a situation arose in which Germany in particular 
was exporting at less than half the home price. 

After some abortive attempts, the European Steel Cartel was re-formed in 
1933. On this occasion no attempt was made to control the overall production 
of the participating countries and attention was concentrated on the main- 
tenance of export prices and the sharing of the available export market. 
Within the framework of the general agreement detailed arrangements were 
made in regard to particular products—for example, merchant bars, plates, 
sheets and wire. 

The original members of the new cartel were the same as in 1926 and 
in this case they were later joined by Poland and Czechoslovakia. Once 
again the British steel producers were not members of the European cartel, 
but on this occasion, with the direct encouragement and approval of the 
Government, an agreement was made with the cartel in 1935 whereby the 
import of continental steel into the United Kingdom was limited to 525,000 
tons per annum, and an understanding was reached in regard to export mar- 
kets and prices. It is important to note that this agreement, which was ac- 
cepted by the Government as being in the national interest, would never have 
been possible had protection not in the meantime been accorded to the steel 
industry similar to that previously extended to other industries and subse- 
quently extended to still more. This protection, and particularly the tem- 
porary increase in the tariff, which was used as a bargaining weapon in 
negotiating the agreement with the cartel, put the British industry on an 
equality of status with the French, German and American industries. It broke 
the vicious circle, from which the British industry had suffered ever since the 
First World War, of dumped imports of continental steel leading to financial 
difficulties which made it impossible for the industry either itself to earn, or 
to borrow from outside, capital with which to re-equip itself to meet foreign 
competition. The introduction of protection in 1932 made possible the 
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great developments of the industry before and since the war which have 
put the British industry ahead of its continental rivals. This achievement is 
reflected in the fact that British steel prices are on an average today lower 
than those of any steel producer on the Continent. 


Lessons of Pre-War Experience 


b iprma: are three main points which emerge from the pre-war experience 
of European co-operation on steel. The first, which will be evident from 
the brief account just given, is that efforts were confined to curing the symp- 
toms of violently fluctuating demand and prices. No attempt was made to 
cure the disease, which in any case would have involved policies far outside 
the range of single industries. 

The second limitation was that the industrial action of the pre-war cartel 
itself was confined to short-term expedients. No attempt was made to deal 
with the longer-term questions of technical or market development, although 
it was obviously important that future capacity should be in line with re- 
quirements if destructive competition was not to re-emerge. 

The third weakness of the pre-war arrangements was that they were essen- 
tially agreements between producers with no safeguard for the public interest. 
It has been seen that the agreement reached by the British industry with the 
cartel was in fact concluded with the full concurrence of the British Govern- 
ment, and there was, no doubt, similar mutual confidence between the 
industries of the other countries and their Governments. There was, how- 
ever, no international body which could satisfy public opinion in general and 
consumers in particular that the arrangements reached were in the interest 
of Europe as a whole. 

It is because they offer an opportunity for remedying these three weak- 
nesses that the Schuman Plan proposals are to be welcomed as a potential 
contribution to the improvement of international arrangements for steel. 
There, is, of course, no guarantee that the opportunities will, in fact, be taken, 
and it is best to suspend judgment until the nature of the machinery and 
method of operation envisaged become clearer. In particular a firm decision 
must be taken at the very start whether the ultimate objective of efficiency 
is to be sought by means of central planning of the nature and location of 
development, or by means of competition in a free market. The former 
alternative, however attractive in theory, means in practice that too much is 
left to the judgment of the planners at the centre, even if those judgments 
are entirely detached, and that the initiative and sense of responsibility of 
managements are sapped. There can be little question that the second alterna- 
tive of a free market is the true aim, but this involves, as will be clear from 
the account already given, the establishment of fair conditions of trade and 
particularly of common principles of price policy. 


The Post-War Position 
T first sight the position since the war has been extraordinarily different 
from pre-war. The outstanding change was the virtual elimination of 
Germany as a steel producer. Whereas in 1938 the Western Zones alone had 
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produced 17 million tons of steel, by 1945 this output had fallen to less than 
2 million tons and even in 1948 it had still only crept up to under 6 million 
tons. This meant that Germany was right out of the export market. French 
output suffered an almost similar setback, although in this case the setback 
occurred during the war, and since the war there has been a steady recovery. 
The United Kingdom re-entered the export market for a short period imme- 
diately after the war, but as soon as the transition to a peace-time economy 
had been effected the internal demand for steel proved so great that exports 
again had to be severely limited. 

This meant that three out of the four great pre-war exporters were at least 
partially out of the running and that only Belgium and Luxemburg were left 
in the field. Pursuing the policy of charging what the market will bear, the 
producers in Belgium and Luxemburg took full advantage of the situation 
and allowed export prices to rise to a very high level indeed. At one stage 
export customers were being charged £30 per ton for merchant bars at a 
time when the Government-controlled home price was only £17 per ton. 

It was not only on steel products that this “dual pricing” developed, but 
also on the steel-making materials; the outstanding examples were the charg- 
ing of 30 per cent more for exported German coke than for home supplies, 
and of something like twice the home price for exports of Lorraine ore. This, 
coupled with the great development programmes undertaken by the British 
industry both before and after the war, resulted in an enormous improvement 
in the position of the United Kingdom in relation to other steel-producing 
countries. In 1939 British prices had virtually come into line with conti- 
nental prices, but since the war they have actually been kept below thé level 
of all continental countries (incidentally, since devaluation they have also 
been no less than 30 per cent below American prices). Furthermore, it would 
seem that actual costs are at present also below continental costs. Funda- 
mentally this is due to the fact that the continental industries have not re- 
equipped themselves as the British industry has done in the five years before 
and the five years since the war, but in addition, expensive though British 
coal is, continental coal is even dearer. The German price is slightly above 
the British, whilst the French and Belgian is considerably higher still. 
Similarly, there has been a relative rise in continental labour costs due par- 
ticularly to the very high level of employers’ contributions towards social 
security (including family allowances, &c.), whilst in the case of Luxemburg 
and Belgium wages too have risen very sharply indeed. 

It would be foolish to suppose, however, that the changed situation is any- 
thing but temporary. Signs are already apparent that fundamental conditions 
have not altered. German production is already exceeding the permitted level 
of 11°1 million tons per annum and German steel is rapidly reappearing in 
export markets. The French home market has temporarily reached saturation 
point and French steel exports have expanded very quickly indeed, largely at 
the expense of Belgian and Luxemburg exports, so that production in these 
latter two countries is considerably below the peak post-war level. Distribu- 
tion control has been lifted from United Kingdom steel and exports are 
steadily expanding. Finally, and most dramatic of all, has been the forecast of 
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the Economic Commission for Europe Steel Committee’s Secretariat that the 
consumption of European (including Eastern European) steel both in Europe 
and oversea markets will only amount to 62 million tons in 1953 compared 
with an expected production of 70 million tons. 

So far international arrangements in regard to European steel since the 
war have been confined to inter-governmental organizations. Steel Com- 
mittees have been established first by the Economic Commission for Europe 
and secondly by the Organization for European Economic Co-operation. 
The former Committee which represents both Western and Eastern European 
countries is engaged mainly in market research, the outstanding example 
being the Report on “European Steel Trends in the Setting of the World 
Market”, This work has been extremely valuable and can usefully be de- 
veloped, but it may be doubted whether the E.C.E. Steel Committee is a 
suitable organization for developing closer co-ordination at the practical 
industrial level, representing as it does such a wide geographical area and 
governments of such very different political complexions. 

This difficulty does not apply to the O.E.E.C. Steel Committee, and it has 
in fact endeavoured to criticize and co-ordinate the development programmes 
of the Western European steel-producing countries. It is, however, very 
debatable whether it has worked out an effective form of machinery for 
this purpose. At present the various schemes which come before the Com- 
mittee are already sponsored by the Governments of the countries concerned, 
and any question of their modification and amendment is at once a political 
question. The work of the Committee suffers from the fact that there is no 
prior international examination and discussion of schemes at the technical 
and industrial levels before they are sponsored by the governments concerned. 

Paradoxically, in fact, while the pre-war experiments in the establishment 
of a European steel organization have suffered, as already seen, from the lack 
of inter-governmental supervision to ensure conditions of fair competition 
and the safeguarding of the public interest, in the post-war period there has 
been a relative excess of inter-governmental supervising machinery with 
perhaps insufficient co-operation at the practical and commercial level. 

This, briefly, is the economic background against which the proposals for 
the co-ordination of European steel were put forward. It is obvious that the 
situation will be fundamentally affected by the increased defence expenditure 
by Atlantic Treaty countries as a result of the Far Eastern crisis; but until the 
scale and nature of this new expenditure are known, the detailed implications 
for the European steel industries cannot be assessed. 





NORTH AMERICAN DEFENSE 


COORDINATION IN CANADA AND THE U.S.A. 


HE outbreak of fighting in Korea has brought into considerably sharper 

focus the need and desirability of better arrangements and understanding 
concerning joint or continental coordination of defense effort between 
Canada and the United States. 

Historically, the first public recognition of “mutual dependence” was made 
by the late President Roosevelt in his much-quoted declaration at Kingston in 
1938. He then said : “The Dominion of Canada is part of the sisterhood of the 
British Empire. I give you assurance that the people of the United States will 
not stand idly by if the domination of Canadian soil is threatened by any other 
Empire.” In reply, Canada’s then Prime Minister, Mr. W. L. Mackenzie King, 
said this : “We too have our obligations as a good friendly neighbour and one 
of them is to see that, at our instance, our country is made as immune from 
attack or possible invasion as we can reasonably be expected to make it, and 
that should the occasion ever arise, enemy forces should not be able to pursue 
their way, either by land, sea or air, to the United States across Canadian 
territory.” 

These declarations were made fully a year before the outbreak of World 
War II. In midsummer of 1940, although the United States was not then at 
war, the two heads of Governments met at Ogdensburg and announced 
the creation of a Permanent Joint Board on Defense. This was an historic 
advance. It meant that for the first time in its history Canada had entered 
into a defensive arrangement with a country outside the British Common- 
wealth, and also that the United States, while still a neutral, had concluded 
what was virtually a defense alliance with a belligerent state. The reasoning 
behind this was of course the recognition of the mutual interdependence of 
the two countries in respect to all matters pertaining to continental defense. 

As the war progressed, various practical steps were taken to implement 
these joint declarations. There was the North-west Staging Route—a chain of 
airports connecting Edmonton, Alberta, with north-west Canada and Alaska. 
This was hurried to completion by Canada by the autumn of 1941 on the 
recommendation and approval of the Joint Defense Board. There was the 
Alaska Military Highway, undertaken early in 1942 and complementary to 
the Staging Route. There was the Crimson Route for ferrying U.S. fighter 
planes across Hudson Bay, Baffin Land, Greenland, &c., to Europe. There 
were developments at Goose Bay (Labrador) and at airfields in north-eastern 
Canada. By 1944 Canada had spent some $120 million on airfields and related 
projects. 

Further, a Canadian Joint Staff Mission was sent to Washington in 1942. 
Soldiers of the two countries served jointly in Newfoundland, Iceland and 
Alaska. There was close cooperation in naval escort and patrol duties. Land 
troops cooperated in parachute and cold-weather operations. And on the 
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economic front the Ogdensburg Agreement was paralleled on April 21, 1941, 
by the Hyde Park Declaration. This was never embodied in a formal treaty. 
But the core of the declaration was the agreement “that in the mobilizing of 
the resources of this continent each country should provide the other with 
the defense articles which it is best able to produce and, above all, produce 
quickly and that production programs should be coordinated to that end”. 

This agreement was a virtual keystone to a coordinated North American 
war effort. For one thing it averted a shortage of U.S. dollars which threatened 
Canada’s entire war effort. For at that time, despite rigid exchange controls, 
Canada was running behind in her dollar account with the United States by 
some $300 million a year. By gaining assurance of U.S. purchases of Canadian 
war goods, Canada was assured of necessary supplies of steel, coal, oil and 
other essential U.S. imports. The agreement also avoided duplication of pro- 
ductive effort. It ensured that the economic facilities and production of both 
countries would be put to most effective use. 

To implement this agreement during the war, many joint committees and 
organizations were created. These included: (1) a Materials Coordinating 
Committee to promote the movement of primary materials, increase avail- 
able supplies and collect information on raw-materials stocks in the two 
countries ; (2) Joint Economic Committees to ensure efficient economical and 
coordinated use of combined resources and a reduction of probable post-war 
economic dislocation; (3) a Joint War Production Committee to provide 
arrangements for uniform specifications, quick exchange of supplies and the 
clearing of transportation bottlenecks. 


The moral of this wartime cooperation seems to have been that both sides 
accepted the need for continuing military and defense collaboration after 
hostilities ended. And, as well, there was a strong desire to extend this col- 
laboration for defense as far as possible into the economic field. 


The Hyde Park Policy Extended 


ITH this in mind it was felt necessary, at the end of the European war, 

to restate through an exchange of notes the need for continuation and 
extension of Hyde Park, both through the period of Pacific operations and 
into the reconversion or transition period. Thus ia May 1945 an official 
exchange of notes proposed that “the general principles underlying the Hyde 
Park declaration be continued on a fully reciprocal basis for the remainder of 
the war and that the same spirit of cooperation between the two countries 
should characterize their treatment of reconversion and other problems of 
mutual concern as the transition to peacetime economy progresses”’, 

It is significant in the light of subsequent difficulties that neither country 
saw fit to publish the full text of these notes at that time. A press release was 
issued embodying some of the high lights. But it was not until a U.S. Senate 
committee got enquiring into the matter in 1947 that the full text of the notes. 
was disclosed in Washington. Even as late as February 3, 1948, when ques- 
tioned in the House of Commons, Mr. Louis St. Laurent, then External 
Affairs Minister, stated quite erroneously that beyond the 1941 declaration 
“there is nothing else to evidence the Hyde Park Agreement”. A few days 

b 
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later this was corrected and the full text of the 1945 declaration was made 
public for the first time in Canada. 

What seems to have happened is that neither side quite foresaw the implica- 
tions of the 1945 declaration. As a wartime mechanism, Hyde Park had no 
life or meaning except as individual agencies put it into practice. When the 
agencies disappeared there was little or nothing left despite the good inten- 
tions of the 1945 notes. True, the Permanent Joint Defense Board continued 
to operate on a purely advisory basis, but elsewhere the mechanisms for 
collaboration had disappeared and so had the “coordination” that was so 
important a feature of 1940-45. The acute difficulties and embarrassments 
which arose from continuing wartime controls and restrictions during 1946, 
1947, and 1948, seemed to demonstrate that the Hyde Park declaration of 
1945 was, in fact, little more than an obligation on each nation to “consult” 
with the other before taking measures which affected the other. It was still 
assumed that in military planning, joint exercises, &c., there would be con- 
tinued reciprocity. But on the economic front, until about a year ago, 
Canadians never doubted that ways and means would be found to continue 
coordination of defense purchasing, procurement, &c. 

With this in mind and with the lesson learned of requiring some specific 
agency through which post-war “Hyde Park” principles could be made 
effective, there was a further general agreement in June 1948 “that the two 
governments should exchange information on problems of mutual interest 
concerning the industrial mobilization planning activities of the two coun- 
tries”. Ten months later there was an exchange of notes establishing a Joint 
United-States—-Canada Industrial Mobilization Committee in line with this 
agreement. And in June 1949 this committee held its first meeting in Washing- 
ton. At that time it resolved (among other things) “that the magnitude and 
scope of subjects for possible consideration and exchange of information is so 
great as to warrant careful study within both governments as to the priority 
of approach to be taken in exploring these problems of mutual interest to 
Canadian and U.S. mobilization planning against the contingency of an 
emergency”. 

Despite the high tenor of this declaration the Committee has been virtually 
dormant for the past year. Only now (July 8) is a second meeting planned, to 
be held in Ottawa. And although it was planned in advance of the Korean 
outbreak, the turn of events in the Far East clothes the deliberations with 
new urgency and importance. For the fact is, that despite apparent good 
intentions on both sides, and despite a clear decision at the political level to 
establish in North America a regional association for defense within the 
North Atlantic Treaty arrangements, continental defense collaboration has 
in many important respects deteriorated since the end of World War II. 


Mr. St. Laurent’s Statement 


HIS deterioration has been most apparent since it was realized at 
Washington that a depression-fostered statute (The Buy American Act 
of 1934) substantially barred the way for any reciprocal arms-purchasing 
between Canada and the United States. Here again, in post-war form, was 
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virtually the same problem which had arisen so acutely and which had been 
resolved only in the nick of time by implementation of the Hyde Park declara- 
tion in 1941. Let Canada’s Prime Minister tell the story in the blunt words he 
used in February, 1950, when speaking in New York City. He said in part: 


In the past decade we have experienced what is almost an industrial revolution 
in Canada; but by the standards of your nation of 150 million people our industry 
is still on a small scale. 

The production of the whole range of modern armaments on a large scale is 
obviously beyond our capacity. What we must have if we are to make our most 
effective contribution to joint security is specialization in the manufacture of a 
limited number of items coupled with the kind of reciprocal arrangements we had 
during the war. 

Under the so-called Hyde Park Declaration of 1941, each country produced 
for the other those armaments it was best fitted to produce. Each of us paid hard 
cash for the other’s product. But we were better able to pay you (the United 
States) because we were able to sell munitions and weapons to you. The Hyde 
Park arrangement involved no loans, no gifts, no charity. Nothing but plain 
business sense. And we in Canada cannot see why a business arrangement which 
produced such good results for both countries in war, should not produce 
equally good results in providing security against war. 


This statement by the Prime Minister was made after many months of 
effort had been expended by Canada at every level of government to find 
ways and means of working out a practical program of joint defense pur- 
chasing. For example: it took almost a full year to find ways and means for 
Canada to obtain the $11 million of engines and spares required to build in 
Montreal the U.S.-type jet fighter, F86. Canada had decided in February 1949 
to switch to this U.S. machine. It was decided at that time that these planes 
should be made in Canada. In March of that year an order-in-council was 
issued to that effect. Yet it required almost a full year of argument and 
administrative push-and-pull to get these cleared. 

In this case Canada was quite willing to pay cash. But as these planes were 
on the secret list, the parts could not be bought except through govern- 
mental channels. And that meant using the provisions of the U.S. Mutual 
Defense Bill which required that anyone who paid for arms in cash must do 
so in advance at the time the order was placed. Since Canada’s system of 
government permitted approval of expenditures only when goods were 
actually received, there was an immediate and contentious ‘mpasse. 

In the end it turned out that Canada could probably have got the engine 
parts much more easily if she had been willing to accept them “for free” along 
with European members of the North Atlantic Treaty who were eligible for 
such favours. Because Canada insisted on paying cash, she was actually penal- 
ized to the extent of having to go through months of tedious and exasperating 
red tape to procure something which was admittedly an important contribu- 
tion to continental defense collaboration. 

Beyond this and similar exasperating problems of detail, there has been 
a strong feeling at Ottawa that Canada simply could not afford to make long- 
term commitments along the road of a really coordinated North American 
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defense program, unless there was some assurance that reciprocal purchasing, 
industrial mobilization, &c., was to be something more than a pious post- 
war hope. As well, there has been since 1949 the added problem for Canada 
of her responsibility as a member of the North Atlantic Treaty group. In 
many ways that responsibility has sharpened the need for more satisfactory 
arrangements for a country whose war potential must largely be available 
for use by others rather than by Canada itself. 

For the fact is that Canada’s productive effort is far in excess of anything 
which could be employed by the country’s own forces. In the last war some 
60 per cent of Canadian output was sent abroad. And in a future general 
emergency the proportion might not be very greatly changed. 

Just prior to the outbreak of fighting in Korea, one important initial step 
toward solution of the Canada-U.S. problem had been taken. In May 1950 
the U.S. Secretary of Defense, Mr. Louis Johnson, informed the Canadian 
Minister of National Defense (Mr. Brooke Claxton) that he had called for 
preparation of a program whereby between $15 million and $25 million of 
U.S. defense purchases be spent in Canada during the fiscal year beginning 
July 1, 1950. Mr. Johnson’s order makes use of a clause in the Buy American 
Act which had hitherto been dormant. As already stated, this Act has proven a 
major stumbling-block to peace-time defense purchasing by the United States. 
It forbids government purchases outside the United States except in two cases. 
One is the case where the cost of the American domestic supplies is “un- 
reasonable”. (The general rule-of-thumb yardstick is that foreign goods 
must be at least 25 per cent cheaper.) The other exception is the case in which 
the head of the government department certifies that it would be “incon- 
sistent with the public interest” to buy in the U.S.A. 


After the Korean Invasion 


ips is this latter clause which Mr. Johnson is using to make this break with 
peace-time tradition and introduce this small but encouraging measure of 
post-war reciprocity in defense procurement. The Johnson action was taken 
prior to the outbreak in Korea, What may now emerge is still not clear. 
Certainly the need for close collaboration has increased. And the turn of 
events in the Far East may well have removed some of the fears expressed 
from time to time in Congress and in some parts of U.S. industry against any 
“sharing” of defense procurement outside the United States—even with so 
close a friend and neighbour as Canada. 

Quite apart from the fundamental of reciprocal defense purchasing— 
fundamental to Canada because without some reciprocity it is difficult, if not 
impossible, to plan and finance her defense arrangements on an adequate or 
economical basis—an entirely new situation may develop as a result of what 
has happened in Korea. 

The question which is now certain to be uppermost at the August meeting 
of the Joint Industrial Mobilization Committee in Ottawa, is the question of 
whether or not any partial or complete mobilization which may be required 
in the near future will, in fact, be on a continental or on a purely national 
basis in each country. 
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For some time U.S. manufacturers have been going through the paper- 
work of allocating “shadow” orders so that in event of an emergency the 
nation’s industrial potential will be reasonably well informed as to require- 
ments, capacities, production possibilities, &c. Canada has so far not done 
this, in part because of a conviction in high quarters in Ottawa that to do so 
would be a waste of time until it was more clearly known what rdle Canada 
might be expected to play in any such emergency. 

Recently Canada did make a move in that direction by the appointment of 
Major-General G, B. Howard, general manager of the independent Canadian 
Industrial Preparedness Association, to act in an advisory capacity in setting 
up a new Emergency Procurement Division within the government’s central 
defense purchasing organization. What would bring this development into 
sharp focus and usefulness would be a definite understanding from the United 
States that Canadian plants and resources were to be considered as part of 
a North American potential. So far, while there has been some constructive 
discussion among such groups as the automobile and other industries, there 
has been no overall attempt to look at the industrial resources of the two 
countries as a whole. Canada is counted on, of course, as a supplier of raw 
material. But in the newer field of specialized war equipment she has not yet 
been accepted on a partnership basis. 

It is this partnership basis that is clearly in the minds of many leaders in 
Canada who have followed this matter through the past five or ten years. 
Canada wants assurance, for example, that if there is to be any reimposition 
of rationing or controls for defense purposes, she will be treated (as she was 
during the last war) as if she were a domestic and not a “foreign” user. At the 
same time she seeks to reserve the right (as she did also during 1940-45) to 
avoid the highly complicated paper-work of controls and priorities which 
seems essential in so large a country as the United States but which has never 
been deemed advisable in Canada. 

Perhaps the intensive collaboration of the war period, plus the revealingly 
barren experiences of the past few years, will serve to produce a new and more 
satisfactory basis of cooperation for the future. The matter was probably 
coming into focus, slowly but surely, in any event—thanks in large measure 
toa quiet but persistent “educational” campaign carried on by many Canadians 
in the United States during recent years. If anything further were needed, it 
has probably been supplied by the events which have followed the attack on 
Korea last June. No one expects miracles overnight, unless there is an 
emergency requiring total mobilization in both countries. In that event it is 
presumed that much the same arrangements as those during the last war 
would be restored. What is hoped for is something more permanent—some- 
thing which would resolve this dilemma in a manner satisfactory to both 
sides, whether the two nations are at war or in peace. 


Canada, 
July 1950. 
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SINKIANG AND TIBET 


The attitude of the Soviet Union towards Asia, and particularly to those parts of Asia 
which are contiguous to the Soviet Union . . ., long antedates Communism, which has 
only added new methods, new skills and new concepts to the thrust of Russian im- 
perialism. This Communistic concept and technique have armed Russian imperialism 
with a new and most insidious weapon of penetration. Armed with these new powers 
what is happening in China is that the Soviet Union is detaching the northern areas of 
China from China, and is attaching them to the Soviet Union. This process is complete 
in Outer Mongolia, it is nearly complete in Manchuria, and I am sure that in Inner 
Mongolia and in Sinkiang there are very happy reports coming from the Soviet agents 
to Moscow.* 


HE Korean explosion has served once more to direct attention to one 

of the Asiatic marches of the Soviet Union. In retrospect, since the end 
of the war, Russian pressure has shifted from Persia westwards to the Straits, 
back again to South-East Asia, and thence to Korea, probing always for a 
soft spot on the vast Asiatic periphery of the U.S.S.R. and its border satel- 
lites, All through this period the undermining of war-worn China proceeded, 
with the tremendous results that are now so clear. There remains the central 
mass of continental territory interposed roughly between India, China and 
Russia, and lying farther from the sea than any part of the globe. This mass 
is written large on the map as Sinkiang and Tibet, both limitrophe countries 
of the old India, and (dependent on the ultimate destination of the northern 
districts of Kashmir) possibly adjacent to both India and Pakistan as finally 
to be determined. Both Sinkiang and Tibet were seen clearly from Delhi in 
pre-partition India by eyes accustomed to look around the circle of Indian 
landward defences, but both tend to be forgotten by the chancelleries of a 
Western world thinking along maritime lines. Yet the fall of China is proof 
that it does not suffice to concentrate interest on such familiar regions as the 
Middle East or South-East Asia. In an air age the defences of southern Asia, 
and of all that goes with it, are open to attack also from beyond the mountains 
to the north. 


Sinkiang 


HINESE Turkistan, Sinkiang—the name meaning the New Dominion— 

was never a Chinese province. Racially it is in the main not Chinese but 
Turki, and it was only brought under remote Chinese control comparatively 
late in the era of the Manchu dynasty. It has never had more than a sprinkling 
of Chinese officials. Unlike the upland deserts of Tibet, from which it is 
separated by the bastion of the Kuenlun, most of it is a great inland basin 
sparsely watered by the Tarim River and its tributaries. To the north this 


* Mr, Dean Acheson, January 12, 1950. 
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basin is fringed by the Tienshan and Bogdoula Mountains, witha gap between 
them, in which stands the capital Urumchi (also known as Tihwa). North of 
this gap is another basin once known as Dzungaria but now roughly described 
as the Ili (Kulja) province of Sinkiang. Beyond Ili lies the frontier post of 
Chuguchak on the main road to Alma Ata in the “Autonomous Republic” 
of Kazakistan. The Czar’s government conquered and held Ili for a time: and 
during the last twenty years the Soviets have gradually established control 
over the whole of Sinkiang. The steps to establishment of this control have 
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been halting and intermittent, but readers of Fitzroy Maclean’s Eastern Ap- 
proaches will remember from the account of his adventures on the nominal 
Sino-Russian frontier how unreal was Chinese control even before the war. 
After the overthrow of the Manchus the semblance of Chinese government 
was maintained in Sinkiang by local war-lords, and it was not until late in 
World War II that Chiang Kai-shek succeeded in placing his own men at 
Urumchi. Even then he had to compromise with Turki nationalism, and the 
Dominion was too distant for his writ to run effectively. The borders of 
Sinkiang beyond Ili are only 170 miles from a Russian railhead; towards 
China, on the other side, Urumchi is about 1,200 miles over desert country 
from Lanchow, itself hardly an effective centre of control. Of that fact Soviet 
Russia has taken full advantage. From Kashmir Sinkiang is separated by the 
formidable barrier of the Karakoram, of a mean height greater than the 
Himalaya itself. 

Before the partition of the Indian continent British knowledge of the 
course of events in Sinkiang was obtained mainly through the British Consul 
General stationed at Kashgar in the south-western corner of the Dominion, 
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close to the meeting-point of Russia, China, the then India and Afghanistan. 
This post was maintained at the charges of the Government of India, and was 
latterly staffed by officers of the Indian Political and the China Service alter- 
nately. The Consul General paid occasional visits to Urumchi to make contact 
with the authorities at the capital, but his chief duty was to look after the 
interests of the Indian traders in and around Kashgar and Yarkand. Through 
more than one local revolution he was in a position to observe political condi- 
tions in the Dominion and to note the advances and recessions of Soviet 
power. The last recession took place in the stresses of the Russian struggle 
against Hitler, shortly before the assumption of responsibility by Chiang’s 
government from Chungking. It was a recoil, to be followed in a few years 
by a spring forward which has now placed Sinkiang in the position of a 
satellite as subservient to Moscow as Poland in the West, or Outer Mongolia 
and Manchuria in Asia. 

The realities of Soviet planning and action are deducible from what Mr. 
Churchill has termed “the perverted facts and inverted terminology” of 
Communist propaganda. Thus a scream of rage or an attribution of “im- 
perialism”, directed to a particular quarter, is like the crude tu quoque of the 
schoolboy caught in some malpractice he hoped would remain in a more 
comfortable obscurity. Mr. Vishinsky, answering Mr. Acheson, stated flatly 
on January 20 last: “Everyone knows, and normal people cannot doubt, that 
Manchuria, Inner Mongolia and Sinkiang remain in China and are organic 
parts thereof.” A fortnight later the Communist organ in China, The New 
China News Agency, developed this theme more shrilly : 


The notorious liar of American imperialism, Acheson, manufactured a string 
of shameless fabrications. The facts are that the Chinese peoples have smashed the 
imperialist shackles, wiped out the Kuomintang reactionary regime and founded 
the People’s Republic of China. . . . The Sinkiang people, who have joined hands 
with more than 400 million people throughout the country, are now striving to 
build up a democratic China. The Soviet Union has never committed an act 
which did not respect China’s sovereign rights. We people of the various 
nationalities of Sinkiang know very well that during the past 32 years the 
Soviet Union has never invaded the territories of other countries nor one 


inch of Sinkiang soil. We therefore hold the Soviet Union our truest friend 
and ally. 


The bells ring and the peal is false. 


Mixed Companies 


LTHOUGH Britain no longer has a window open at Kashgar, the reality 

to which a practised reading of these protestations leads is further estab- 
lished by the following facts. Early this year there was present in Moscow at 
the same time as Mao’s mission from Communist China a separate mission 
from Sinkiang.* Sinkiang is known to hold oil, coal and iron, and uranium 
mines are reported near Ili. Moreover, Sinkiang stands on the direct air route 
between Moscow and the centres of Chinese population in China. Moscow 


* See The Manchester Guardian, February 13, 1950. 
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radio reported that on March 27 last three Sino-Soviet agreements were 
signed in Moscow for— 


(i) the operation of air services between Peking and Alma Ata (capital 
of Kazakistan), and between Peking and Irkutsk in Siberia, 
(ii) the exploitation of oil in Sinkiang, 
(iii) the exploitation of non-ferrous metals in Sinkiang. 


The agreement for (i) is for ten years, and those for (ii) and (iii) for thirty 
years. The operating companies follow the “mixed company” technique 
adopted in the Soviet satellite States of eastern Europe. Mixed companies in 
the fields of oil and civil aviation exist in Rumania and Hungary, and a similar 
air corporation existed in Jugoslavia until Tito broke it up. The technique 
has now been extended to Sinkiang. 

In framing these agreements great care is taken to show on paper that they 
are on a basis of strict equality. Thus expenses and profits are expressed to 
be equally shared. There is to be an equitable distribution of managerial and 
executive posts and staff, with alternation of occupations. For example, for 
the first three years the Chairman is to be Chinese, the Vice-Chairman Soviet, 
the General Manager Soviet, and his Assistant Chinese. 

There can be no doubt that, as has been the case in practice in Europe, the 
controlling interest in the Sinkiang companies will rest with the Soviet 
representatives. The reasons are obvious. The General Manager for the 
initial period is to be a Russian. The technical staff and equipment must come 
from Russia. It is in practice impossible in any efficient business for all 
managerial and technical staff to change places every three years. In the case 
of mineral resources at any rate there is a further inequity. It will be the 
Chinese, not the Soviet, who provide the raw material; but, though “ex- 
penses” are to be shared, there is no provision for reimbursing the Chinese 
for providing the resources for exploitation, whether by payment of royalty 
or other device. The agreements are examples of window-dressing, designed 
to secure control of key industries under semblance of parity, but with the 
objects of the new imperialism. 

They are indeed the economic accompaniment of a de facto annexation. 
That this is being made effective is further borne out by the accounts given 
on their arrival in Kashmir by Muhammad Amin Bugra and Isa Yusuf, 
officials of the old régime who fled across the Karakoram to escape liquida- 
tion at the hands of the new rulers of Sinkiang.* 


Tibet as a State 


Fo hundreds of miles along the Kuenlun Tibet marches with Sinkiang, 
but neither in history nor in present fact has there been any real relation- 
ship of politics or commerce between the two. Many, moving in the foot- 
steps of Aurel Stein, have traversed the string of oases eastward from 
Kashgar, through Yarkand, Karghalik, Khotan, Keriya and Cherchen to 
Lobnor; but it was left to that great archaeologist almost alone to explore 
the valleys leading from this route on to the Tibetan table-land. This part 
* See The Daily Telegraph, June 19, 1950. 
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of Tibet—known as Chang Tang—is a vast inhospitable desert of which the 
flatter spaces ate 15,000 feet above the sea. Tibet as a social and political 
factor does not consist of these uninhabited deserts but of the comparatively 
low and fertile lands which fringe the great rivers north of the Himalaya. 
The focal point of this system is to be found in the relatively small stretch 
of territory grouped around Lhasa, Gyantse and Shigatse (where is situated 
the Tashilunpo monastery). This triangle is not more than 100 miles long 
and is only 12,000 to 13,000 feet above the sea: in it are situated many of 
the shrines of Mahayana Buddhism.* 

Tibet stands to India much as does Sinkiang to the U.S.S.R.: even the 
distances are analogous. Its border is less than 100 miles from railhead in 
India, while to reach Lhasa from China 1,200 miles of heartbreaking desert 
and mountains must be crossed. Tibet’s natural outlet to the outer world lies 
through India, And so it is that the Tibetans, of Mongolian race though they 
are—but so are the Nepalese and in part the people of Bengal—, have their own 
interpretation of Mahayana Buddhism. Much of their inspiration is owed to 
the Tantric philosophy of India, and they have preferred a phonetic Sanskrit 
alphabet to the ideograms of China. 

The heart of Tibet, around Lhasa, shares only one thing with Sinkiang. 
As Chinese history goes, it is only very recently that the Chinese estab- 
lished a loose suzerainty in Tibet. The year was round about A.D. 1720, not 
far removed from the time of extension of Chinese authority to Sinkiang. 
For most of the succeeding two centuries down to 1904 this control was very 
nominal, with a Chinese Amban residing in Lhasa. But, as in other parts of 
China, the last decade of the Manchu era was marked in Tibet by a deter- 
mined effort to establish a military occupation. In 1911 the Tibetans took 
advantage of the Chinese Revolution to drive out the Chinese army of 
occupation which was withdrawn through India, and since that date they 
have enjoyed de facto independence. The Chinese Republic, and notably 
Chiang Kai-shek’s Government, continued to claim not only suzerainty but 
that Tibet is an integral part of China. More Sinico this claim springs from a 
conviction that reiteration of a political theory, reinforced by maps and teach- 
ing which represent that theory, in itself establishes not only its truth but its 
acceptance and existence in fact. In 1914, before theory had hardened into 
belief, the British Government almost succeeded in obtaining a settlement 
based on recognition of the realities. Plenipotentiaries of the three parties, 
Tibetan, Chinese and British, initialled in Simla a convention by which the 
Chinese acknowledged Tibetan local autonomy in return for a reciprocal 
Tibetan acknowledgement of Chinese pro forma suzerainty. All three parties 
further agreed to boundaries between Tibet and China, and between Tibet 
and India. The Chinese Government, however, declined to ratify their pleni- 
potentiary’s signature on the ground that they could not accept the boundaries 
laid down in the convention between China and Tibet. The Simla Convention, 
however, remains the basis of relations between Tibet and Britain, and 
between Tibet and India as Britain’s successor on the Tibetan boundary. 


* Tashilunpo is the seat of the Tashi (a/ias Penchen) Lama, as the Potala in Lhasa is 
the seat of the Dalai Lama. 
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The Tibetan case is that, since China was expelled in 1911 and declined to 
sign a treaty, Tibet is not only locally autonomous but independent. The latest 
exposition of the British view was made by Mr. Edenin 1943 in a communica- 
tion to Dr. T. V. Soong, then Foreign Minister of China. It is that His Majesty’s 
Government have always been ready to recognize Chinese suzerainty over 
Tibet, but only on the understanding that Tibetan autonomy is acknowledged 
by China, Presumably the Republic of India would endorse a similar view, 
for the Indian Foreign Office holds men able to see through illusion to reality. 


The Lamas 


HE Tibetan Government has theocratic elements, but lay elements are 
also strong. The Dalai Lama is not unlike one of the Judges of Israel, 
exercising a temporal power based on a lofty spiritual idealism. The Cabinet 
is known as the Kashag, and half the officials are monks, half laymen. The 
monk officials are recruited from all classes of the people; the present Dalai 
Lama, the fourteenth reincarnation and still a young man, is himself of lowly 
origin. Nobody who has travelled in Tibet has failed to be struck by the 
spontaneous happiness of the people. The government may be autocratic but 
there are other and less human forms of autocracy, and it was Gandhi who 
held that self-government is better than good government. And how good 
would Chinese Communist government prove for such a people? China has 
its wars and famines, not Tibet; bandits do not appear until the traveller 
reaches the Chinese borders of Tibetan territory. 
This is the country which the Communists of China, plus impérialistes que 
l’ Empereur, have announced they are about to liberate. Not for the first time 
their planners are seeking to exploit traditional loyalties in support of their 
policies. In Sinkiang there has been play on Turki nationalism—like the 
Azarbaijani rebels under Pishavari at the time of the Soviet occupation of 
Persia the Ili rebels have been exploited under a Turki banner as cover for 
the imperialism of the Kremlin— : in Tibet Marxist cynicism means to use the 
Panchen (alias Tashi) Lama as a tool. This Lama is of equal, some hold of 
superior, spiritual authority to the Dalai Lama, although in practice the 
Dalai holds an unquestioned supreme spiritual and secular position in Tibet. 
When the Thirteenth Dalai Lama was forced by the Chinese into exile in 
India in 1910, the then Tashi Lama sought to supplant him with Chinese 
connivance. When the Dalai returned in 1911 and the Chinese were driven 
out, the Dalai and the Tashi reached an agreement which lasted until 1923, 
when the latter withdrew to Peking. Just before World War II Chiang Kai- 
shek’s Government sought to compel his return with a body ot Chinese 
troops, but the Tibetan Government put up a successful resistance and the 
plan came to nothing owing to the Tashi’s death at Kumbum. The new in- 
carnation of the Tashi is aged 14 and was discovered six years ago in the 
border province of China (Chinghai). He is being put forward by Mao as an 
instrument for the overthrow of the Dalai Lama’s power. According to the 
Peking radio of January 31 last “all the Tibetans in Chinghai under the 
spiritual and temporal authority of the Panchen Lama have telegraphed to 
Mao expressing willingness to help the People’s Liberation Army to free 
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Tibet, to sweep the imperialist powers out of Tibet and eliminate the reac- 
tionary elements”. The Panchen Lama is in fact not a true incarnation of 
Buddha until he has been to Lhasa to be proved. He is, as it were, a bishop 
not yet consecrated. And this bishop is represented by professed Marxists 
as only ready for consecration under escort of a Communist army. 

Again the bells ring, but they are cracked. 


The Tibetan Buffer 


URING the war the Tibetan Government extended their friendly con- 

tacts beyond the surrounding States, and received a message through 
a special envoy sent by President Roosevelt and carrying compliments to the 
youthful Dalai Lama. The envoy was an American citizen named Tolstoy, 
a grandson of the great Russian, and he was deeply impressed by the indivi- 
dualism of Tibetan civilization and the charm and sincerity of the Tibetan 
people. This visit was the prelude to an understanding which may do much 
to help a traditional society adjust itself slowly and naturally to the outside 
world. Though they have been isolated in the past, no one who knows the 
people will deny the easiness and adaptability of the Tibetan character. More 
sociable than the Hindu, of a readier humour than the Chinese, as man to 
man the Tibetan will pass anywhere. He has only to come out to be liked and 
understood. This was the experience of those who met the Tibetan Trade 
Mission which visited England, America and other countries in 1948 and 
1949. 

Sir Charles Bell, a friend of the Thirteenth Dalai Lama and remembered 
with affection by many Tibetans, wrote of Tibet that the facts of geography 
and the political and spiritual isolation of the Tibetan people had made of 
their country the perfect example of the buffer State. Lhasa is still far from 
any point of concentration in China : to India it is relatively near. The altitude 
of the Tibetan plateau is too great for the easy operation of aircraft, and there 
is some reason to believe that the Chinese Communists would not have 
talked so loud, had they meditated an actual ascent onto these inhospitable 
uplands. The Indian Government still maintains a mission in Lhasa. The 
links of religion and sentiment which bind India to Tibet are of true metal, 
and a reborn India may have the inspiration to forge a stronger chain in a 
new furnace. The mere breath of Communist hate will not blow down the 
rock on which stands the Potala; and Tibet, with India behind her and 
Pakistan on the flank, may still be strengthened to withstand the blast which 
for a time has laid low the softer peoples of Chinese Turkistan. 





SCOTTISH COVENANT 


(From a correspondent) 


THE CASE FOR A SCOTTISH PARLIAMENT 


¥ E, the people of Scotland who subscribe this Engagement, declare our belief that 

reform in the constitution of our country is necessary to secure good government 
in accordance with our Scottish traditions and to promote the spiritual and economic 
welfare of our nation. 

“We affirm that the desire for such reform is both deep and widespread throughout the 
whole community, transcending all political differences and sectional interests, and we 
undertake to continue united in purpose for its achievement. 

“With that end in view we solemnly enter into this Covenant whereby we pledge our- 
selves, in all loyalty to the Crown and within the framework of the United Kingdom, to 
do everything in our power to secure for Scotland a Parliament with adequate legislative 
authority in Scottish affairs.” 


These are the words of the Covenant that has already secured 1,600,000 
signatures in a population of five millions, and would undoubtedly be signed 
by a great many more if anything like a complete canvass of the population 
could be effected. Volunteers collecting signatures generally report about 80 
per cent as willing to sign. When the great majority of a nation make up their 
minds that they want to manage their own affairs through their own legisla- 
ture and government, wise statesmanship does not seek to frustrate them. 

Yet we have the astonishing situation in which the leaders of the two major 
political parties in Scotland are firmly opposed to the popular demand. For 
years they have denied that there was any real support for self-government in 
Scotland. Now that they are inescapably confronted by the amazing welcome 
given to the Covenant, they fall back on the flat assertion that the people do 
not know what they want or what is good for them, and further that, for this 
reason, any plebiscite or referendum would be pointless. Here is a startling 
paradox in the home of democracy! This paradox must be resolved if a very 
dangerous position is not to be created. 

The power of the party politicians lies in the nature of the political 
and party system, which has hitherto served to conceal the strength of 
the national movement. Inevitably the decisive issue at all recent general 
elections has been Socialism versus Anti-Socialism, and the electorate has 
had no opportunity of expressing its views on specifically Scottish affairs. 
There have been a few candidates from the Scottish National party, and the 
opponents of self-government have been able to point triumphantly to the 
small number of votes they have obtained. The separationist (Dominion) 
policy of the S.N.P., however, is not the policy of Scottish Convention and 
the Covenant movement, and even if there had been a straight fight for or 
against the policy of that party, it is doubtful if it would have received any 
substantial support from the electorate. 

The Scottish Liberal party, which has expressly accepted the Home Rule 
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policy of Scottish Convention, was likewise squeezed out between the Labour 
and Conservative millstones, though it is significant that at the last election 
it fared much better in Scotland than in England and actually achieved some 
notable successes. 

The record of the Scottish Labour party on the Home Rule issue has been 
one of deplorable contradictions and indeed—in the opinion of all but its 
supporters—of sheer bad faith. Traditionally a Home Rule party, as recently 
as the 1945 General Election the majority of its candidates included ‘a Scot- 
tish Parliament for Scottish affairs’ in their printed election addresses, and no 
less than two-thirds both of Labour candidates and of those elected answered 
with an unequivocal affirmative a questionary from Scottish Convention 
asking whether, if elected, they would actively support the policy. As soon, 
however, as the election was over there was no more talk of a Scottish Parlia- 
ment. The party line in London was centralized power under London control, 
and the Scottish Labour Members unanimously and ingloriously toed it. 
The Unionist candidates had expressed frank opposition to any form of 
legislative devolution, and in that opposition they continued. 


Origin and Growth of the Movement 
HERE is the political background against which the Covenant has 
emerged. How and from what has it grown, and why? 
Of the organization behind the Covenant little need be said. Scottish Con- 
vention was formed in 1942 by a breakaway from the Scottish National party 
of the moderate wing under the leadership of Mr. John McCormick, a 


Glasgow solicitor who had been associated with the nationalist movement 
since his student days. From the start Convention’s policy was reasoned and 
realistic. Unlike the S.N.P., it is a non-party body open to members of all 
parties, and consequently it has never contested an election. 

In March 1947 Convention convened the first Scottish National Assembly, 
described by the Scotsman as probably the most widely representative meeting 
of its kind ever to be held in Scotland. This Assembly, by an overwhelming 
majority, approved in principle the demand for a Scottish Parliament for 
home affairs—Defence, Foreign Policy, Customs and some other matters to 
be reserved to the Parliament of the United Kingdom. A committee of the 
Assembly was appointed to draft more detailed proposals, which were 
approved almost unanimously at the second meeting of the Assembly in 
March 1948. It was at the third Assembly on October 29, 1949, that the 
Covenant was launched. 

The strength of Scottish Convention has never been based on influential 
public figures nor on the number of its organized members: its strength has 
lain in the fact that it speaks for the majority of ordinary people in Scotland 
who are not too closely thirled to any of the party organizations. The miracle 
of the Covenant’s triumph throughout the length and breadth of Scotland is 
the proof of that claim. 

But to understand the movement for Scottish self-government it is neces- 
sary to have some appreciation of Scottish history and especially of the 
changes that have taken place in our own time. 
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It is not always realized that during the nineteenth century Scotland became 
a wealthy country—in proportion to population the wealthiest country in the 
world. Mulhall’s Dictionary of Statistics, 1882, states that her fortune had 
quintupled since 1840 and that ‘Scotland has now an average of £277 per 
head of population, as against England’s £262’. This was the era when 
Britain was the ‘workshop of the world’, and Scotland’s prosperity was 
founded largely on oversea trade, shipping and ship-building. 

Between 1880 and 1914 international competition was increasing, with 
growing industrialization in other countries, but till 1914 and immediately 
after the first world war Scotland was still a very wealthy country, her 
contribution to revenue being slightly greater in proportion than that of 
England and Wales. Figures published by the Treasury in the Financial 
Relations Returns for 1913—14 and 1920-21 show that in both years Scotland’s 
contribution to revenue was equivalent to 13-1 per cent of that of England 
and Wales, when the corresponding population percentage was 12:9. 

The serious contraction of world trade that followed the post-war boom, 
and the loss of markets resulting from the coal strike of 1921, dealt Scotland 
a heavy blow, from which she never fully recovered during the inter-war 
years. Throughout the whole of this period unemployment in Scotland 
stood at a shockingly high level, being generally at least twice the rate for the 
whole of Great Britain. The world trade depression of the early 1930s 
brought the fortunes of Scotland to a low ebb. In 1932 ship-building on the 
Clyde, which had formerly produced one-fifth of the world’s ships, was at a 
standstill, and the other basic industries of Scotland—the heavy industries, 
coal, textiles, shipping, agriculture and fishing—were all subject to serious 
depression. 

In England the decline of oversea trade was largely compensated by the 
development of new industries, but in these new developments Scotland 
had hardly any part. The pull of the big markets in the south and the increas- 
ing centralization of financial and commercial control in London all tended 
to the prejudice of development in Scotland. Indeed, there was a substantial 
transfer of industry from Scotland to England. 

A result of the prolonged depression was a gravely accelerated rate of 
emigration, the migrants consisting almost wholly of the young, the vigorous 
and the talented, so that Scotland came to suffer from a pernicious anaemia of 
the body politic. In every field there were too few opportunities in Scotland. 
Scotland was a land without leadership, without focus and without hope. 

This excessive depletion of Scotland’s best blood still continues, a major 
factor being the appalling housing conditions. Scotland’s housing problem 
is on a scale undreamed of in England, and it is reflected in her vital statistics 
—for example, those for tuberculosis. 


Parliament and Scottish Home Rule 
OW it might be thought from the foregoing brief glance at this period 
of Scottish economic history that Scotland’s troubles have been solely 
due to world causes beyond the control of the United Kingdom Government, 
and that the Home Rule movement arises simply as a reaction from such 
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economic difficulties as have been experienced. Either conclusion would be 
very far from the truth. 

As regards the latter point, it was in the prosperous years towards the end 
of the nineteenth century that the national spirit, never dead, began to reassert 
itself, and a lively Home Rule movement came into being. Before 1914 this 
movement had made considerable headway, and one Home Rule Bill after 
another was introduced into the House of Commons and received the sup- 
port of a majority, not only of the Scottish Members, but of the whole 
House. In 1913 the vote of the Scottish Members was 45 to 8. Home Rule 
Bills were again introduced in 1924 and 1927. When the 1927 Bill was talked 
out, it was the ninth occasion in eight years on which the question had come 
before the House—the twenty-first since 1889. On all these occasions except 
the first in 1889 there was a Scottish majority in favour. On almost all since 
1893 there was a majority of the whole House in favour; but none of these 
Bills was allowed to go farther than Second Reading. It was never held by the 
Government of the day to be the right time. 

The idea that Scotland’s economic troubles are solely due to world condi- 
tions is no less wide of the mark. The policies of the United Kingdom Govern- 
ment have often been positively prejudicial to Scottish interests, but the 
failure to devise and carry out policies expressly suited to Scottish needs and 
conditions, or to implement them when they were first needed and not after 
prolonged and damaging delay, has been much more serious. 

This is not simply a question of apportioning blame between this or that 
Government or party. It is an intrinsic defect of the present system. Under 
that system policies affecting Scotland are determined at Westminster in an 
English environment, by a Cabinet, Parliament and Administration of which 
the first may be, and the two last are in the nature of things, overwhelmingly 
English in composition. With the best will in the world such a Cabinet, 
Parliament and Administration cannot be fully informed about Scottish 
conditions and feelings; they cannot be expected to reflect Scottish psycho- 
logy; nor can they be expected to give their attention primarily to Scottish 
affairs or even to be very deeply concerned about them. 

It is true that most of the administrative work affecting Scotland is now 
done north of the Border, but St. Andrew’s House remains little more than 
an instrument for the application of London-made policies. 

Yet Scottish conditions are not the same as English conditions; and even 
where there are factors affecting both countries, they do so in different degrees 
and in different ways. There are differences of geography and climate; dif- 
ferences in the importance to the respective economies of the various 
industries and occupations; differences of industrial practice, markets and 
sources of supply; differences in transport requirements, and in the relative 
scale of social problems. There are separate legal systems, different systems 
of education in school and university, and different religious backgrounds. 
Scotland has a distinctive culture and traditions, and a different national 
character. Without a Scottish Parliament and Government for Scottish 
affairs it is idle to expect such differences to have any adequate democratic 
expression or practical satisfaction. 
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It is on these broad grounds, and not on any particular “grievances” (though 
there are plenty), that the Covenant movement rests its case for Scottish self- 
government. 

There are, moreover, additional reasons of principle. The Covenant 
leaders believe it to be morally unhealthy, as well as undemocratic, that Scots 
should have no direct responsibility for the government of their country. 
The argument that, since Scots share in the government of Britain, they 
should consider themselves to be democratically self-governing, either 
ignores the overwhelming numerical preponderance of England, or is an 
implicit denial of Scottish nationhood. The “‘self” in “self-government” must 
be the nation, and the Scottish nation enjoys no such self-government. Few 
Scots could ever accept the decline of Scotland, the nation, into a province, 
even if it were administered with perfect efficiency and loaded with doles 
and subsidies. 

An historical development of great practical importance in relation to the 
need for legislative devolution is the great increase in the scope of govern- 
ment during the present century. In the latter half of the nineteenth century 
and at the beginning of the present century the sphere of government 
activities was strictly limited, being concerned mainly with Defence, Foreign 
and Imperial policy, and the maintenance of law and order at home. In these 
circumstances there was little government interference with either Scottish 
Local Authorities or Scottish industry, which therefore felt little of the irk- 
someness of remote control. The control of most Scottish activities was then 
in fact in the hands of Scotsmen in Scotland. If there was a handicap from the 
concentration in London and the south of such government activities as 
existed, Scotland was more than able to compensate for it by enterprise in 
building up a huge trade in the comparatively free markets of the world. 
Moreover, with the low level of taxation in those days the drain of money 
from Scotland by that means was relatively trivial. 

With the first world war, however, all this was changed. Taxation 
increased out of all proportion, government departments grew and multi- 
plied, and the scope and influence of government policy was continually 
extended—often to the grave prejudice of Scotland. The process was carried 
further with the second world war; and the subsequent advent of a Socialist 
Government, with its policy of “nationalization” under London control, 
brought Scotland to her present climax of frustration and irritation. As has 
been observed by Mr. Churchill, such a measure of London control over 
Scottish industry and Scottish ways of life was never contemplated when the 
Act of Union was signed, and it is flagrantly contrary to the spirit of all those 
safeguards inserted in the Act on Scotland’s behalf. 


Inadequacy of Administrative Devolution 


HE Conservative and Unionist remedy for what is known as “Lon- 

donization” is administrative devolution. Administrative devolution, 

however, without legislative devolution, could not give to Scotland the free- 

dom sought for her to devise and carry out policies suited to Scottish con- 

ditions as and when required. Without a responsible Scottish Government 
z 
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all major decisions of policy must continue to be made in London; and this 
is no less true of important administrative decisions, which under the present 
system must inevitably remain subject to Treasury approval, with all the 
delays and limitations that such a system imposes. Moreover, the broad 
allocation of national revenue to the best advantage is not an administrative 
function in this narrow sense. That can only be the function of a Parliament 
and Government fully responsible for the conduct of Scottish affairs. 

Another aspect of the matter is the great increase both in the volume of 
legislation and in the complexity of external affairs during modern times, 
which has resulted in serious congestion of parliamentary business. As a 
consequence many matters of great importance—whether pertaining to 
Scottish, English or United Kingdom affairs—have received inadequate 
consideration and debate. A further result has been the excessive multiplica- 
tion of Ministerial Orders, over which Parliament has little effective control. 
It must be recognized that it is no longer possible for United Kingdom or 
Imperial and distinctively English or Scottish business to be dealt with 
efficiently in a single Parliament. Legislative devolution, the obvious and 
only natural solution, is overdue. 

Every conceivable argument has been used by the opponents of self- 
government, But the consideration which may weigh most heavily in 
London has been little voiced. For it is understandable that in the economic 
difficulties which at present confront the United Kingdom, particularly the 
scarcity of dollars and other “hard” currencies, some of H.M. Ministers may 
be reluctant to abandon any of the control now exerted by the United King- 
dom Government over Scottish industries and products. Convention believes, 
however, that this reluctance is misplaced and the anxieties on which it rests 
are ill founded. It is true that Scotland earns more than a proportionate 
amount of dollars and other “hard” currencies, and also that Scotland’s 
economy is less dependent on dollar imports than England’s. But no Scottish 
Government would wish to be unreasonable in such matters or in any sense 
to abandon their southern neighbours in a time of difficulty. On the other 
hand, the Covenant leaders would not regard it as reasonable that the admitted 
needs of England should be used as an excuse for failing to meet the even 
more urgent needs of Scotland in relation, for example, to housing, employ- 
ment, and industrial and other economic development. They believe, indeed, 
that the interests of the United Kingdom will be best served by securing a 
strong and healthy Scottish economy, and that this objective cannot be fully 
attained under the existing system of remote control in policy and adminis- 
tration. 

The Covenant movement has remained non-party in an issue which cuts 
right across party lines. It went so far as to call off its campaign during the 
last General Election. But if it is forced to enter the electoral lists, the older 
parties, strongly entrenched as they now are, would do well to reflect that the 
success of the Covenant itself was something of a political miracle. Another 
miracle is not beyond the bounds of possibility. 
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STRATEGIC SURPRISE IN KOREA 


HE American economy is speedily being converted to a war footing. 

The American people are prepared for the worst. Whether these prepara- 
tions and this determination will actually prevent a world war is the big prob- 
lem we all face. But if they do not, it is safe to say that nothing else we could 
have done at this time would. 

The crisis came with startling unexpectedness. Before June 25 American 
official policy had more or less written off Korea. American citizens gave that 
remote peninsula little thought. While there was an active “China lobby” 
denouncing the Administration for not having given greater support to the 
Chinese Nationalists, and demanding the defense of Formosa, almost nobody 
said a word about Korea. 

Then came the North Korean crossing of the 38th parallel. Without hesita- 
tion, in the early hours of Sunday morning, the American Government 
aroused the United Nations and soon announced its decision to resist. The 
Security Council acted. The surprise in the Kremlin must have been intense. 
Never again, let us hope, will the Communists believe they can take our 
policy for granted, because if anything was a safe assumption it certainly was 
that they could have pulled off their Korean adventure. 

For the task of repelling Communist aggression in that particular spot, the 
United States was wretchedly prepared. This was partly because Korea had 
been written off as too exposed to defend adequately, and partly because we 
entirely miscalculated the nature of the war crisis with which we should be 
confronted. American defense plans were for a “big”? war—a push-button 
war—an intercontinental struggle in which long-range bombers and the 
atomic bomb would be decisive weapons. Instead we got a “little” war, 
where well-equipped land forces on the spot, and tanks, and artillery, and 
careful strategic plans, are of the essence. 

And so the race against speedy defeat in Korea began. It is still too early— 
on August 1—to say for sure whether we shall stay on the peninsula. There 
has been a feeling in Washington that the Communist time-table was slowed 
down enough to permit the establishment of an adequate holding force in 
the Pusan bridgehead. But this cannot be said for certain, and events are 
swiftly on the move. 

However, even if the tragedy of another Dunkirk or Bataan comes about, 
that would not be a finally decisive event. The important fact is that the 
American people, and perhaps many of the other free nations of the world 
with them, have awakened to the need of total mobilization to preserve peace 
and if possible prevent other aggressions. 

The American people now see that to prevent Communist domination of 
the world will require a far greater effort and much more painful sacrifices 
than they have undertaken in the relatively easy years since 1945. There is 
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no substantial dissent from the national decision to make this effort and these 
sacrifices. There is some folly and hysteria, as in the panic buying of com- 
modities which were scarce during World War II. Either this folly will be 
exposed and wear off, or it will be stopped by controls. 

The fact of American economic and military mobilization may have a great 
effect on Soviet policy. We shall see. Certainly the aggression in Korea has 
produced what the Communists must have feared above all else, a genuine 
awakening of the free nations of the world, and definite, vigorous steps to 
organize resistance forces capable of maintaining freedom. Conceivably, this 
may be the most hopeful and constructive event since 1945. Or it could 
precipitate tragedy. It is, surely, the task of diplomacy to try and persuade the 
men in the Kremlin that none of us intend to launch aggressive war against 
their borders, that we are quite prepared to live peacefully side by side with 
them, that in effect we recognize their sphere of influence in the world and 
wish them no ill within it, but that we will not tolerate their expansion beyond 
that sphere into other areas now free. Surely there is room for a modus vivendi 
on this basis, leaving the future for slow evolution inside the Communist 
States. 

But it is now clear to Americans that no such settlement can be reached 
as long as the free nations remain relatively weak and exposed. Such situa- 
tions as that which existed in Korea, or Persia, were open invitations to aggres- 
sion. If the United Nations forces now in being in Korea can be converted 
into a United Nations police force capable of interdicting aggression any- 
where in the world, that would be the most desirable result of all. But pre- 
sumably such a force is impossible when Russia is at the Security Council 
table. This suggests that the peace-preserving force may have to be in the 
hands either of a reorganized U.N. or of some other grouping such as an 
extension of the Atlantic community. 

In any event, we are now fully committed to all-out resistance to aggres- 
sion. We must, of course, avoid the danger of too-heavy involvement in 
peripheral efforts which could absorb all our powers. Thus, there is the peril 
of becoming caught in an all-out war with Communist China on the Asiatic 
mainland. This could be enormously debilitating, and very advantageous 
to Russians elsewhere. But the danger is so obvious that it ought to be 
possible to avoid it. The situation in Formosa is delicate, and if Chinese 
Communist forces are fed into North Korea in numbers, it is further com- 
plicated. 

There may come a time when the United States should refrain from accept- 
ing too great an obligation. It is not clear, for instance, just what we could 
do in Persia if the Russians were to strike. The crisis calls for global strategy, 
and the wise husbanding of energies all around the Communist periphery. 
Europe still remains more important than Asia, where as yet not a Soviet 
division has been involved. Such priorities appear to be well understood in 
Washington, and although the “China lobby” supports all-out defense of 
Formosa—to which we have pledged ourselves—there is no hint that they 
would press for a totally embracing involvement on the mainland. It is 
understood that the American Government has agreed to help defend Hong- 
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kong, and whether this would suck us into the Chinese quicksands must also 
be carefully estimated. 


The Cost of Rearmament 


EEPING an eye on all these hazards, the American Government and 

people are going forward with total preparation. The military program 
submitted to Congress covers manpower and cost. We are proceeding to 
expand the armed forces from 1,500,000 before the Korean outbreak to 
2,103,000 as soon as they can be rallied. The Defense Department will also 
employ 237,000 new civilian workers. Reservists have been called up, there 
is a vigorous drive for voluntary enlistments and conscription is being pro- 
gressively applied. Mobilization of manpower can go well beyond this point 
if it is needed. 

The immediate defense appropriation asked by President Truman—which 
he will readily obtain—is for an increase of $10,500 million. This will raise 
the regular defense budget of this year by almost 80 per cent. We shall be 
spending about $23,000 million. The new money is already being committed. 
Aircraft procurement will get $3,300 million. Procurement of tanks, guns 
and similar equipment gets $2,600 million. Maintenance of installations and 
facilities such as tanks, ships and planes gets $2,500 million. All of this is 
recognized in Congress as being only a start. Such criticism as is expressed 
calls for even more extensive efforts. 

Such spending places an immediate inflationary pressure upon the national 
economy. The United States national debt is now just over $257,000 million. 
Before the Korean war a projected budget deficit would have sent it up 
another $5,000 million. Now the Government is committed to spend an 
additional $15,000 million or more as a result of the mobilization effort. Such 
deficit spending, with the Government putting far more money into the 
economy than it is taking out, is very dangerous. Accordingly, there is need 
for much higher taxes, to cut down inflationary pressures and to help pay 
for the cost of the military effort. 

Thus far, President Truman has asked only for new taxes amounting to 
about $5,000 million. These taxes would raise individual income-tax rates 
and corporation taxes about half-way up from their present levels to the 
highest points of World War II. There is serious question whether such 
taxation will be enough to prevent intolerable inflationary pressure. It may 
be, however, that the major program for new taxes will be deferred until 
after the November congressional elections. 

The over-all fiscal picture is this: without a world war, defense expenses 
for the foreseeable future will cost from $25,000 to $30,000 million a year. 
Ordinary expenses of government will run little less than $28,000 million 
a year. The spending total will certainly exceed $53,000 million a year. That 
compares with $40,000 million now, $9,000 million before World War II 
and $4,000 million in 1930. A world war would send these figures sky- 
rocketing. 

The American economy, while responding dangerously to inflation, never- 
theless seems able to sustain this effort. However, the effort calls for a 
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substantial reduction in the consumer-boom which has been under way, and 
something resembling austerity for many citizens. It calls for rigid and exten- 
sive controls. In short, it calls for an economy as tightly planned and ordered 
by government as Great Britain has had since the beginning of World War II. 
This is the bitter pill which American free enterprisers have to swallow. And 
nobody can foresee when the relative degree of freedom which has prevailed 
since 1945 will return. Nobody can tell when, or if, government will cease 
to be “big”, and whether ultimate socialization of the economy can be pre- 
vented. Presumably it can, if crisis days ever cease, but the outlook is of 
American business life under a heavy régime of controls for longer than 
anybody likes to estimate. 


Awakening of the Lotus-eaters 


T is not only business enterprise that will feel the heavy hand of controls. 

Ordinary private life, as in Britain and so znany other countries, will feel 
governmental restraints. Life-as-usual, as Americans have enjoyed it since 
1945, is going out of the window. Most young men will now spend a period 
in military service. Not only does the draft call them now, but a plan for 
universal military training is most probable if we are in for a long period of 
crisis and uncertainty. 

Taxes are not likely to come down at any visible future. Social-security 
programs, which recently preoccupied Congress, most trade unions and 
most employers, are now far less important than the threat of Communism. 
It is evident that inflation can destroy any measure of social security. 

Housing stands in the line of fire. We have far from closed the gap in hous- 
ing need left by the second World War. But home construction makes a heavy 
drain on materials most badly needed for defense preparations. So home 
construction comes under curbs. At once instalment buying has been made 
more difficult. Slum-clearance programs are cut back. School-building pro- 
grams—very badly needed in many areas—will have to be deferred. The 
whole extensive building boom which has prevailed for five years must now 
be rechannelled into defense lines. To bring about such a diversion, far- 
reaching governmental controls are indispensable. In effect it means that 
nobody will be able to build a factory, a shop, a house or any other structure 
without the approval of a governmental agency. People who want to buy or 
sell real estate will be under like restraints. 

Consumers will be the next in line to make mobilization sacrifices. The 
consumer-buying spree will probably face only mild restraints at first, but 
these are bound to stiffen as war spending and rising incomes combine with 
smaller civilian production to push prices higher. Motor-cars, refrigerators 
and similar heavy pieces of equipment will first enter the shortage area. 
Production of such items will inevitably come under controls. It would be 
unfair for one factory to be diverted to military production while another 
continued to skim the cream of high prices off the civilian market. 

Almost at once labor reacts to rising prices, and naturally, for present 
wage levels and pension plans are all rendered obsolete by inflation. In the 
four weeks before July 20 key wholesale commodity prices increased 10 per 
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cent. In the five days after July 20 the same prices went up another 3 per cent. 
This illustrates the sensitivity of our taut, high-level economy to mobilization 
pressures. It is manifest that the American economy could be blown higher 
than a kite if immediate controls are not applied. 

President Truman decided to ask only for limited controls at first. These 
included curbs on consumer and mortgage credit, power to set priorities and 
allocations on essential materials and to compel producers to accept war 
orders, and power to grant loans to industry for expanded production where 
needed. The implications of this “limited” program obviously go very far. 
When you press the balloon at one point, it bulges out at another. Soon, and 
urgently, the need for wider control becomes imperative. Meantime, serious 
harm may be done by the lack of control. 

Recognizing this need, America’s eminent elder’ statesman, Mr. Bernard 
Baruch, told Congress that an all-out mobilization with price, rent and wage 
controls and rationing was necessary, and that it should begin “right away, 
tout de suite, today”. Strong support for this drastic program was manifest 
in Congress, and it may be that the Baruch program instead of the Truman 
program will be enacted. In any case, the President will have strong powers 
to act. The need to exercise these powers, as labor becomes more restive, 
is daily more apparent. 


The Lessons of Experience 


HUS the giant of the West begins to rally his forces. Our war mobiliza- 

tion could be much more speedy and much more effective than it was in 
either of the world wars. In both those conflicts there was great fumbling 
and delay. It was not until July 1918 that the incoherent and disorganized 
efforts of World War I had been turned into a concentrated and effective 
movement. Mr. Baruch did that job. In World War II we applied only part 
of the lessons of the former conflict. Even after establishment of the War 
Production Board, its powers were nibbled away by regular governmental 
departments. Even when James F. Byrnes became Director of War Mobiliza- 
tion, he was an umpire rather than an administrator. He had no authority to 
correct executive weaknesses. 

It is now again possible to avoid these mistakes. If we do so, many of the 
delays and penalties of the former crises will not occur. Although the Ameri- 
can economy is taut, it is perfectly possible to curb the consumer excesses of 
recent years with a little genuine austerity, and nothing but ultimate social 
benefit. With the exception of housing itself, which could still stand a good 
deal of improvement, the average American family is well able to live off 
its fat for a good long time to come. It would even be a good thing if many 
of us ate less, although foodstuffs are not among the scarcer items. But we 
can get along perfectly well with our present refrigerators, our present 
motor-cars, our present television sets, and so on. Indeed, consumer sur- 
pluses were beginning to appear in many lines. If inflation can be controlled, 
the American economy can make its war effort effectively and, while not 
painlessly, yet without severe instability or grave harm. It may even be that 
the Russians have given us a guarantee against a collapse of the American 
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economy, which would surely be a paradoxical result from their Korean 
adventure. 

One effect will almost surely be the diversion of E.C.A. funds from strictly 
economic recovery to rearmament purposes. Again, the effects on European 
economies may not be too serious. And E.C.A. was approaching its tapering- 
off period and its end, anyway. The North Atlantic Defense Council’s work 
will certainly be accelerated, and the coordination of military effort under the 
blue and white banner of the United Nations becomes a great and hopeful 
present fact. Whether this can be extended against a Soviet veto is uncertain, 
but nothing can undo the decisions taken on Korea. 

The one major element of uncertainty would be a serious peace offer from 
the Kremlin. No offer hitherto discussed seems conceivably good enough. 
The least the United States would demand would be withdrawal of North 
Korean troops to the 38th parallel and occupation of the south by U.N. 
defense forces. We shall be unwilling to pay the price of seating Communist 
China on the Security Council in return for this withdrawal, although the 
seating of the Communist government by the votes of other nations with the 
United States not participating is not impossible. There are, certainly, diplo- 
matic possibilities for an armistice which cannot be dismissed. But if the 
Russians expect to disarm us by such an offer and to halt American mobiliza- 
tion, they are miscalculating. Presumably that would be their major objective. 
But Americans have had a grave warning and they are unlikely to go back 
to sleep. Under these circumstances, since the Russians could get little from 
us, it is not likely they would offer much. It seems much more probable that 
they will seek to involve us more deeply in various remote morasses, leaving 
themselves freer for aggressions in more significant salients. But the whole 
diplomatic outlook is uncertain at this writing. 

The political consequences of the crisis on the United States are also 
unclear. There are violent attacks being made on President Truman, Secre- 
tary Acheson and Secretary-of-Defense Johnson for not having foreseen and 
prepared for the Korean challenge. The State Department, having announced 
a few months ago its determination not to aid Nationalist China further and 
to “wait until the air clears” in Asia, finds its policy rudely reversed. The 
Defense Department, being so unprepared for a “‘little” war, is highly vulner- 
able to criticism. It is pertinently asked what has become of the $90,000 
million we have spent on defense since the end of the war and the answers 
are not totally persuasive. 

And yet there is a wholehearted determination to support the President 
and to give him requisite powers. If the United States were a parliamentary 
government, the Cabinet might well have fallen. But we have no such alterna- 
tive. What may happen, instead, is that in the mid-term elections in November 
control of either House or Senate may pass to the Republicans. This is per- 
fectly possible in the House, where the entire membership is up for reelection. 
It is less likely in the Senate, where six-year terms bring up only a third at 
each election. But the election of Republican majorities would be no new 
experience for the United States or for President Truman. It would require 
a bipartisan foreign and defense policy, which we ought to have anyway. It 
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would mean that various measures in domestic policy, such as compulsory 
sickness insurance and the like, would be deferred and some other programs 
might be repealed or curbed. All of this, again, would be but the swing of 
the pendulum. Moreover, Republican majorities might be a useful safeguard 
against conversion of mobilization controls into a permanent planned 
economy. 

Such feverish phenomena as Senator McCarthy’s charges of Communist 
penetration into the State Department have been almost blown away by the 
winds of crisis. We are a saner and cooler America than we were before 
June 25, despite the disgraces of panic buying. We have absorbed the grim 
news from Korea with heavy hearts, for once again, as in 1941-2, we are 
in unaccustomed retreat. We are prepared for further bad news, before it gets 
good again. We hope to learn and apply the lessons of this bad news and 
we pray it is not too late. We earnestly hope this can be made the turning- 
point of our uncertain years. We will do our utmost to make it so. 


United States of America, 
August 1950. 
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REARMAMENT, WITH BRAKES ON 


HREE months ago the question in the mind of everyone who thought 

about public affairs was how soon we should have another general elec- 
tion. Now it is whether or not we shall have a third world war. People who 
think the international situation out for themselves have understood, at least 
since the Russian attempt to cut off Berlin two years ago, the intense dangers 
that confront this country and all others which are not prepared to accept 
Communism. For that small band the shock of the North Korean aggression 
on June 25 has not been so severe and so revealing of horrible hidden pos- 
sibilities as it has for the rest of the country. Even now the dangers are not 
adequately realized by most. But the recognition has begun that we must 
more freely spend time and money re-equipping Britain with proper means 
of defence. The grave fact is that we have practically no unused resources 
to draw upon for this overriding purpose. 

The Labour Government since the last war has pursued the policy of build- 
ing up the Welfare State. Much benefit has come thereby to millions of people, 
although the middle classes, as THE RounD TABLE pointed out some years 
ago,* are being denuded of their reserves of leisure and money in the process. 
Caution and prudence have played a restricted part in decisions as to the 
amount of expenditure which the Government and, under government 
guidance, the local authorities should put into social services. Until recent 
months Mr. Bevan has been successful in demanding that, however large a 
bill the National Health Service ran up, the country must foot it. Income-tax 
at 9s. in the £ is only a shilling short of its highest war-time level. For the 
first time in modern history this country faces the emergency of possible war 
and the necessity of rearmament without any substantial reserve of taxable 
capacity to draw upon. The mass of people enjoying the Welfare State fail 
to realize the extent to which, in the production of it, we have let our inter- 
national insurance policies run out. 

There is a great deal of appreciation, not confined to his own party, of the 
skill with which Mr. Attlee has held his team together in these five years and 
has succeeded in preventing the less responsible of his colleagues and sup- 
porters from gaining too much say in national policy-making. Because the 
Prime Minister is not in himself a striking or forceful personality his solid 
capacities tend to be overlooked. But the friendliest historian will not be able 
to clear him of having curiously and perhaps disastrously underrated the 
importance of choosing the best possible men to take charge of the Service 
Ministries in these years when the menace of war persisted. Mr. Shinwell, 
a skilled politician but not a great administrator, was an odd choice for the 
War Office in 1947; it did not add to the confidence that all the vast problems 


* See THE Rounp Taste, No. 147, June 1947, pp. 219-24. 
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of imperial and international security would be firmly handled, when he was 
promoted six months ago to be Minister of Defence. 

But that pales beside the choice by Mr. Attlee of Mr. Strachey to succeed 
him, which remains incomprehensible. Mr. Strachey’s reputation for practical 
judgment was not enhanced by the ground-nuts scheme, of which he previ- 
ously had charge as Minister of Food. No one regards him as a man who gets 
things done and done well, however much they may like him personally or 
admire his resourcefulness in speech. Unfortunately this very resourcefulness 
has been adding to his troubles and the Government’s. The widespread belief 
that in a speech on July 1, severely critical of the Schuman Plan, he referred 
to it as “a plot” has not been wholly eradicated by his subsequent explanation 
that he used the word in reference not to the plan but to a Conservative 
amendment in Parliament which blamed the Government for its reception 
of the plan. The Prime Minister has quite enough on his hands without 
additionally being called upon to extricate important colleagues from situa- 
tions in which they ought never to have found themselves. Many people 
think that if Mr. Churchill had confined himself to brief and incisive con- 
demnation of the “plot” speech and had not insisted on a full debate about 
it in the House of Commons, where, of course, Labour back-benchers tend 
to rally behind a Minister under fire from the other side, Mr. Attlee might 
have taken steps there and then to bring about a change at the War Office. 
But no party likes to seem to surrender to criticism from its opponents, and 
the Labour party, being young and less sure of itself, likes that least of all. 


Parliament and its Responsibilities 


| pera ee rose on July 28 for the summer recess, the day of reas- 
sembling being nominally fixed as October 17, but provision being made 
for swift recall in the event of necessity, which most people thought all too 
likely.* The reason for the long recess is the paucity of legislative business 
which can be put through in this evenly balanced Parliament, where it would 
be an intolerable strain on the Government Whips to maintain a constant 
majority if controversial Bills were coming forward every day. The Opposi- 
tion would not have agreed to so long an adjournment had they not received 
most definite assurances that the Government would pay respect to repre- 
sentations made at any time from the other side that developments in the 
world rendered an earlier meeting desirable. Advocates of the view that 
Parliament should abandon recesses and sit continuously in all times of stress 
forget that M.P.s work under harder strain than most others, and that the 
country is better served by Parliament’s being at its freshest than by its sitting 
perpetually in times when everyone is tired. 

* On August 12 both Houses were summoned to reassemble on September 12, in order 
to consider questions of national defence. Mr. Churchill for the Conservative opposition 
and Mr. Clement Davies for the Liberals protested against this decision, as inadequate to 
the urgency of the national danger, and visited the Prime Minister on August 16 in order to 
state their arguments for an earlier recall, Mr. Attlee, however, adhered to his original date. 

Mr. Clement Davies then published a statement of his views, and Mr. Churchill an- 
nounced that he would put his criticisms of the Government into the form of a party- 
political broadcast on August 26.—Editor. 
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The ability of the Government to survive the ordeal imposed by that 
narrow majority given it by the electors has surpassed expectation. It has 
recently had no by-elections to face in difficult seats, and unless it starts 
losing by-elections there seems little reason why Labour should not continue 
to govern, eschewing controversial legislation as it is doing, for as long as 
it likes. After one or two early shocks in this Parliament, the assiduous 
attendance of Labour M.P.s at all times has been impressive, and the Com- 
mittee stage of a Finance Bill which contained several contentious features 
was got through at the cost of two all-night sittings, without bringing 
the slender majority into peril. The narrowest squeak came later, on the day 
before Parliament rose. It had been agreed that the House must debate 
Defence again before the recess, and the Opposition asked for a further half- 
day, to be taken in secret session. The Government granted the extra time 
but refused the request to take any part of the proceedings in secret. Mr. 
Churchill, putting all of his smiling personality into the measured movement 
with which he gazed round at the galleries, remarked that he spied strangers. 
On the motion that strangers be ordered to withdraw the Government had 
its way by the margin of only a single vote, at least one Labour Member 
deliberately abstaining. 

This Defence debate sent almost all Members away with feelings of deep 
uneasiness. Mr. Churchill, who had prepared two alternative speeches for use 
according to the outcome of the secrecy division, fastened relentlessly on the 
point that in the event of a crisis Western Europe would have 12 divisions, 
of which less than 2 are armoured, to withstand over 80 divisions which 
Soviet Russia could launch upon the West without any further mobilization, 
of which from 25 to 30 would be armoured. “It looks as if there is at present 
no effective defence in Western Europe beyond the Channel”, he said, “and 
that the Russian advance to the Channel or towards it will bring us under air 
bombardment, apart from the atomic bomb, far worse than we have ever 
endured.” Turning upon the Government he charged them with “bearing 
a fearful accountability”. He saw no present safeguard except the American 
superiority in atomic warfare. On the previous day Mr. Shinwell, in a speech 
which was probably as frank as it could be, had announced fresh measures 
which would add a further {100 million to the £780 million that we had 
planned to spend on Defence in the current year, a figure which represents 
74 per cent of our national income and compares with the 13 per cent of 
Russia’s national income which, he calculated, she was devoting to Defence. 
The £100 million, he stated candidly to the House, would cover only the 
first steps in re-equipping the Services. ““Much larger sums would be required 
in order to put our Forces in a condition of readiness. Frankly we can do no 
more from our own resources than make a beginning on such a programme.” 

So far have we moved in five years from our 1945 condition of victory. 
It was no surprise when on August 3, a week after Parliament had risen, the 
Government announced a further increase in Defence expenditure up to a 
total of £3,400 million over the next three years. This is estimated to repre- 
sent 10 per cent of the national income, and “chow far it will be possible to 
go towards the new and upper limit will depend on the amount of United 
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States assistance forthcoming”, the announcement continued. The reference 
to an upper limit sounds strange in a country which, up to now, has recog- 
nized no bounds to its effort when essential defence needs have been in 
question; but the explanation furnished by the Government is that £3,400 
million is the largest programme practicable within the time, and without 
restoring the direction of labour and the requisitioning of factories or em- 
barking on the process of building and equipping new industrial capacity. 
All this will be for Parliament to probe and sift. 


Belt-tightening for National Safety 


Rhema eke have been taken at last to make the upward climb again. We 
pray it is not too late. At a time when the country is not yet back after 
the war to anything like normality of supplies—a time, for instance, when the 
would-be purchaser of a new British car for use in Britain is already likely 
to have to wait four or five years before his turn comes for delivery—we have 
got to switch the factories back from meeting consumer needs to making 
good the urgent requirements of a stronger Navy, Army and Air Force. It 
will be done, but it will compel the Government to disappoint many of the 
hopes bred by it in the hearts of its supporters. It should likewise act as a 
fresh warning to the Opposition not to seek to win the next election by saying 
that it will go on doing what the Government has been doing to make living 
conditions easier, but will do it better. The belt-tightening process restarts. 
Mr. Attlee is not one who can easily move the people to acceptance of belt- 
tightening by magnetic qualities of leadership, for these are just what he lacks. 
Mr. Churchill could do it, but for some time past his least scrupulous detrac- 
tors have been putting it about that Churchill is a warmonger who would 
land us in another war, and that belief has been spread widely enough to 
render it, however fantastic, a substantial political factor among the ignorant. 
In these times there would very likely be a stronger coalescence of the whole 
nation in unity behind Mr. Anthony Eden than behind any other figure on 
either Front Bench. But that question is not arising, for he is the leader of 
neither party. A Coalition Government with Mr. Churchill in it, either as 
Prime Minister or not, is an almost inconceivable development unless we 
were on the brink of war; otherwise the tensions within it, after these five 
years of vehement political campaigning on both sides, would be shattering. 

Emphatically it is not the Government only which must take decisions in 
these days. Belt-tightening is going to involve personal sacrifices of time as 
well as comfort and money. By the end of the war we had built a commend- 
ably efficient system of Civil Defence, manned on a whole-time or part-time 
basis by those who for reasons of age or otherwise could be spared from 
more intensive activities. All that disappeared. The shelters were demolished. 
The local organizations passed away. Nothing remained except a nucleus of 
experts in the Home Office and the general experience carried over locally 
from conditions of war. Now it has to be re-created. The skeleton plans have 
been worked out, and the instructors trained. The next and crucial stage is 
to secure voluntary recruits in sufficient numbers. A preliminary recruiting 
campaign was launched last year, but neither the publicity nor the vigour 
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behind it was adequate. Recruitment must now be pressed forward in earnest, 
and slowly but surely the Civil Defence services will no doubt get filled. In 
wat-time they were a focus of good-neighbourliness, but when the object is 
not so immediate the spirit is less easy to recapture. Also, the call for volun- 
teers is not in the compelling tones of a Churchill, and that makes it the 
harder voluntarily to give up precious leisure in order to train for something 
which one trusts may never break out. 


Communists in our Midst 


ARTLY because we all know so much more about war in this island than 

we did in 1938, it is heart-breaking to have to pick up for the second time 
plans for dispersal of schoolchildren, and so on. We grasp that the better we 
are prepared, the less likely are we to need to operate the plans again. But in 
a serious respect our state is changed for the worse, in comparison with the 
days when we were threatened by the Nazis. At that time treachery from 
within was but a small danger. Now it is a grave one. In previous emergen- 
cies we have had to cope with alien enemies within our ranks; now, for the 
first time, we have to be aware that there is a substantial number of British 
subjects who, because of their Communist sympathies, would be of doubtful 
loyalty in the event of war with Soviet Russia, and that the loyalty of some 
of them would be thrown wholly on the side of Britain’s enemies. Up to the 
present there has been no serious talk of proscribing the Communist party. 
To do that would run into conflict with the deep-rooted British principle of 
political freedom, and even when judged by the test of expediency it would 
be deprecated by those in the know, on the ground that the Communist 
movement underground is decidedly more dangerous than Communists in 
the open. Two years ago the Government decided to transfer from positions 
where security matters might pass through their hands any Civil Servants 
against whom there was evidence of Communist activity. But the state of the 
world is causing people to begin to wonder about those Communists who 
hold other positions from which they could harm the country if war broke 
out; and to many it also seems anomalous that avowed Communists continue 
to be allowed to hold teaching posts in schools where they can, if they so 
wish, exert influence upon the minds of the boys and girls they teach or of 
their colleagues on the staff with whom they associate. 

More is likely to be heard of these difficult questions as the months pass. 
The Prime Minister’s report that the blowing up of some ammunition barges 
in Portsmouth harbour was due to sabotage carried out by persons with 
scientific knowledge of a high order hardened public feelings. The Com- 
munists meanwhile have been conducting a propaganda drive for a Peace 
Petition to outlaw the atom bomb and to brand as a war criminal the first 
nation to use it. Large numbers of thoughtless people in some areas have 
been misled into signing this petition, unaware that by doing so they were 
committing themselves to the attitude that a sin far greater than aggression 
would be to defend oneself against an aggressor by recourse to the atom 
bomb. All this Communist influence and activity can easily be exaggerated. 
But the Communists evidently think they can unsettle Britain on a large scale 
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by subtle propaganda if not by sabotage, and the need for real leadership to 
drive the facts of the threat to peace firmly into the minds of everyone is 
made all the more apparent. 


Waiting for Leadership 


i* economic affairs we had been making progress, under the perhaps 
transient influence of last year’s devaluation. The steady pressure of the 
dollar shortage which has been with us so long was beginning to relax. The 
Labour Government, possibly with the thought of an early election then in 
mind, released steel from control and petrol from rationing. Soap is to come 
off the ration in September, and we may be able to get through next winter 
without restriction of milk supplies. As against these easements, the rise in 
the cost of living, far from being checked, has been edged up farther by the 
forced decision to raise railway freight charges, in order to try and reduce 
the losses on the railway system, now owned by the State and financed at the 
risk of the taxpayer. The housing situation remains as bitter a stringency as 
ever, especially in the large towns, and few decisions of government policy 
are harder for Labour speakers to clothe with popularity than the announce- 
ment that the building programme is to be stabilized at 200,000 houses 
annually for some years to come, equivalent to no more than four-sevenths 
of the pre-1939 rate of output. Whenever the next election comes, and it may 
not be soon, housing will be the Achilles’ heel of the Labour party. Reform 
of the law of leasehold is in the air, following upon majority and minority 
reports from an expert committee. The Labour members of it signed the 
minority report. The Government may possibly announce plans for chang- 
ing the law so as, in effect, to weight the scales definitely in favour of the 
leaseholder and against the landlord, in order to gain popularity in marginal 
constituencies where the leasehold system is prevalent and a cause of griev- 
ances, reasonable and unreasonable. But the subject is immensely complex, 
as the committee showed, and we are not likely to get a better law if the 
amending of it is made the subject of party battle at the hustings. 

So the holiday season came upon a British people less able to peer with 
assurance into the future than at any time since the end of the war. The 
potential achievement of this people is as colossal as ever it was. But they 
have been sorely tried, first by unemployment, then by war, and now by 
stringencies at home and war-clouds gathering again. All in all, they have a 
more capable body of M.P.s to speak and act for them in the House of 
Commons than for many a day. But the leadership has not returned, and only 
when the next leader of the nation is found will the national potentialities be 
once more realized. 


Great Britain, August 1950. 


NORTHERN IRELAND 
ORTHERN Ireland—Suecess or Failure? is the weighty question 
posed in a number of articles written on his retirement by Dr. G. C. 
Duggan, a Civil Servant of high standing, who has been associated at 
first hand with the development of local self-government since 1921. 
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Unfortunately these do not compose such a detailed analysis as Dr. Nicholas 
Mansergh’s The Constitution of Northern Ireland, which though published before 
the war is the most recent work of its kind, but interest in them has been 
widened by the progress of Scottish Covenant,* a movement which aims to 
secure devolution for Scotland. In the minds of its adherents Northern Ireland 
is most frequently seen as an example to be followed with the reservation 
that a greater measure of financial autonomy is considered to be necessary. 

It is on this score that Dr. Duggan’s review is most relevant, since he is 
more concerned with administrative arrangements between Northern Ireland 
and Great Britain than with the political results of a constitutional experi- 
ment that by now has outlived nearly all its inventors. Unintentionally, per- 
haps, the title of the series suggests this major issue, and while the author 
does not commit himself to it the answer can only lie in the firmness with 
which the Parliament of Northern Ireland has come to be established. Time 
has shown that the system is not only expedient and even beneficial but meets 
with the approval of a large majority of the people. To them it is an even more 
advantageous settlement of Irish differences than was visualized when it was 
first accepted. 

Before a formula of this kind can be applied to Scottish aspirations it has 
to be remembered that the supreme value of a Parliament in Belfast lies in the 
right of self-determination inherent in its creation and not in the control of 
policy in regional affairs. Supporters of the Constitution of Northern Ireland 
are not blind to its limitations, but they have in it a safeguard of their primary 
interest, that of remaining part of the United Kingdom. The Ireland Act 
passed at Westminster in 1949 defines the axiom that such a subordinate 
Parliament cannot be abolished or subjugated without its own consent. 
Since partition continues to be the chief preoccupation of Irishmen, this is 
clearly more important than the nature and extent of legislative jurisdiction. 
The distinction between this outlook and that of Scotland, or of countries 
where a federal government has been formed by the coming together of 
individual states, is manifest, and it can be said to explain the fact that in 
Northern Ireland there has been no substantial demand for a more compre- 
hensive charter than that framed in the Government of Ireland Act, 1920. 

It is, on the contrary, the substance of Dr. Duggan’s opinion that successive 
Cabinets have acquiesced in a curtailment of Northern Ireland’s legislative 
and financial autonomy and that, in consequence, they have abdicated the 
function of independent action and original thought. This is a sweeping 
judgment, and a general verdict is that it does less than justice to the back- 
ground of events and the use of services transferred by the Imperial Parlia- 
ment, notably law and order, agriculture, education and public utilities. 
These have already attracted the favourable attention of the Covenanters, but 
Dr. Duggan’s criticism of the relationship between the Northern Ireland 
Exchequer and the Treasury will undoubtedly tend to strengthen their claim 
for more authority over income and expenditure. 

it may therefore be of interest to students of this problem in political 
economy if a brief outline is given of Northern Ireland’s finances and the 

* See also pp. 341-6. 
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basis of Dr. Duggan’s charge. Since only duties on estates, stamps, motor 
vehicles and excise are transferred, more than 90 per cent of the revenue of 
the Province is levied from Westminster. There has now been evolved a 
principle by which its services are maintained in parity with those in Great 
Britain; and after the cost of these, and of certain services reserved to 
London, has been met the balance of revenue is designated as the Imperial 
Contribution. Since 1921 these contributions have amounted, largely owing 
to war-time taxation, to more than £260 million, and, allowing for special 
contra-payments of the order of £40 million, Northern Ireland has been 
shown to be solvent, which must be considered to some extent a condition 
of its survival. 

The gravamen of Dr. Duggan’s case, however, is that in reaching certain 
agreements with the Treasury Northern Ireland has surrendered much of 
the local control which it was intended to exercise. That is to say, that in 
adopting a “step-by-step” policy, and later one of parity, it is bound to follow 
wherever an Imperial Government leads. It is true that this applies almost 
throughout the range of the social services, but there are powerful reasons, 
for once both political and logical, why this should be so. Ia the first place, 
policy is clearly governed by the principle that for equal taxation there must 
be equal benefits, which is but another expression of Northern Ireland’s 
desire to rank equally with other parts of the kingdom. In this way pensions 
and unemployment and other benefits now embraced in the National 
Insurance Acts are on a single scale with complete reciprocity with Great 
Britain, and there is also a re-insurance agreement as protection against 
undue demands on local funds. It is not easy to see how any alternative 
would satisfy the electorate or could even be made to operate. 

Where cash payments are not involved, as in the case of the Health Service, 
greater difficulties do arise. Northern Ireland has sought to vary some of the 
more socialistic features, but it has had to adopt much the same scale of spend- 
ing as that permitted by the Treasury and the Ministry of Health. This can be 
viewed as both restricting freedom and duplicating extravagance, but again 
it is held that Northern Ireland could not justify its position within the United 
Kingdom without having the advantage of every form of national social 
service. In fact, all of these are supported by the Conservative party, so that 
it is hardly the case that Northern Ireland is being dragged behind a Socialist 
runaway, and the Minister of Finance has ruled that in such a small area the 
Health Service can be administered more cheaply. 

One qualification to these financial workings has assumed much importance 
in post-war budgets. This is the allowance made to Northern Ireland to 
enable leeway in housing and other public equipment, dating from both 
before and after 1920, to be made up to the standards in Great Britain; and it 
represents a deduction of several millions of pounds from what would other- 
wise have remained in the Treasury as part of the Imperial Contributions. 

How Scotland would fare if it secured the right to levy income-tax is an 
aspect now being studied, but in the Northern Ireland view such a concession 
might impair the unity of the kingdom. This belief can be traced not only to 
the cherished integration with Great Britain but to the reasoning that not 
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every division of the whole country is able to afford the Welfare State. So far 
Northern Ireland has paid more to the Treasury than it has required in 
return, but there have been years of trade depression when a modest budget 
surplus was arrived at only with the aid of advances under the re-insurance 
agreements, which have had to be extended to cover the whole range of 
social services. It may be that Scotland could always meet its outgoings with- 
out help, but since Northern Ireland is an artificially created and less indus- 
trialized area it needs the assurance, as Wales might do in similar circumstances, 
that it can depend on the larger entity. 

At the present level of taxation there is a safe margin of revenue over 
expenditure, but the budget statement introduced by the Minister of Finance 
in May estimated that the Imperial Contribution will be reduced by £4 million 
to £16 million, and should costs continue to rise and revenue turn downwards 
this balance might be rapidly diminished. Nevertheless, it is not merely the 
possibility of being unable to pay their way that makes people in the Province 
believe that any form of devolution in which there is not equal taxation and 
its corollary, equal services, is not likely to be successful in practice. Rather, 
it is that the essential concept of a United Kingdom would be prejudiced. 

Sir Basil Brooke was given a popular reception on his return from the 
United States and Canada in June.* The main objectives of his mission are 
commonly thought to have been fulfilled, more particularly his pledge that 
Northern Ireland as part of the United Kingdom remains a willing ally of the 
American Government. This proved to have been a timely gesture and one 
calculated to answer the Irish-American b/oc seeking intervention to end 
partition. The Prime Minister, as an ardent believer in the Commonwealth, 
found himself in the friendliest of atmospheres in Canada, where the welcome 
accorded to him was again satisfying to those at home who urged that such 
a transatlantic journey should be undertaken on Northern Ireland’s behalf. 


Northern Ireland, 
July 1950. 


* See THE Rounp Taste, No. 159, June 1950, p. 252. 
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THE WORLD CRISIS 


Mos the estimate for his department in the Dail on July 12 Mr. Sean 
Mac Bride, the Minister for External Affairs, made special reference to 
the situation in the Far East. With a full and sympathetic understanding of 
the motives of the United States and the United Nations we had, he said, 
watched with anxiety their efforts to maintain international peace under most 
difficult circumstances. The events of recent weeks were the outcome of 
conditions resulting from many grievous mistakes made in the recent past— 
at Yalta and Potsdam—and of even more grievous mistakes made in the 
more distant past by European and Japanese imperialism. This heritage from 
the past, coupled with the unnatural partition of Korea, was an easy target 
for unscrupulous exploitation. Partitioned, unarmed, and living under a 
doubtful democratic rule in conditions of economic insecurity, the people of 
Korea were an easy prey to an ideology that promised national unity and 
economic welfare. In these circumstances the battle for the human conscience 
of the people of Korea was lost before the first shot was fired; and now the 
sincere, and he was convinced altruistic, motive of the people of the United 
States would be misrepresented throughout Asia as a desire to dominate. 
More isolated from the centre of the storm than most other nations, and 
partitioned ourselves, we were probably able to view these events more 
objectively. “Is it too much to hope”, asked Mr. Mac Bride, “that even in 
the midst of this turmoil the pages of history that are being written in these 
days in Asia will bring about a realization that the partition of our own coun- 
try. constitutes a dangerous, festering sore in the body politic of the demo- 
cratic world ?” 


Defence Problems 


1" the not improbable event of another World War our position seems to 
be quite clear. Recent declarations by the leaders of all parties emphasize 
the fact that so long as Partition continues Ireland is irretrievably committed 
to a policy of neutrality whatever the issues involved. Our politicians only 
differ concerning the defence policy which should be adopted to meet such 
a situation. Mr. de Valera, the leader of the Opposition, speaking at Cork on 
June 16, accused the Government of “allowing things to drift” so far as 
defence was concerned, adding that the general world situation was one that 
should cause anxiety to any Government in this country. Later, speaking at 
Ennis on June 29, he referred to the war in Korea and declared that the 
Government had gone on talking and legislating for peace while its duty was 
to prepare the country so that if the worst occurred “we should be in the 
best possible position to meet a dangerous situation”. These are vague words 
and there is no real substance in his complaints. The truth is that no scheme 
of defence, however ambitious, which we could afford to carry out by our- 
selves, would be of any avail against an attack by a major power controlling 
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the sea and air, and no one else is likely to attack us. All the Government can 
hope to do is to provide an organized nucleus for some form of national 
resistance should we be so attacked. According to the figures given by Dr. 
O’Higgins, the Minister for Defence, during the debate on the Defence esti- 
mates, the Government’s aim is a Regular Army of 13,000 men, a First Line 
Reserve of 6,000 and a Second Line Reserve of 22,000, making a total of 
41,000. This is less than the equivalent of a single modern division but quite 
sufficient for our purpose. And as Mr. Costello, the Prime Minister, pointed 
out in a speech at Mullingar on June 29, this is in fact a larger force than 
Mr. de Valera’s own Government had available on the outbreak of war in 
1939. He claimed with truth that our defence forces are of a magnitude and 
quality that permit immediate expansion should occasion arise. This is indeed 
all that is possible under existing social and economic circumstances. To do 
more would only impoverish the country and add nothing of real value to 
our security. It is of course possible that, although we have not joined the 
Atlantic Pact, we may, as has been suggested in the American Congress, 
obtain a supply of modern weapons from the United States. 

Mr. de Valera, as might be expected, is still a strong and unrepentant 
advocate of neutrality. During the Dail debate on defence he claimed with 
some truth that a small nation had little say as to how a war was conducted 
or what happened at its conclusion. He admitted, however, that a policy of 
neutrality was extremely difficult to carry out. He told the Dail that while 
both belligerents had made plans to invade Ireland during the last war he had 
never feared an attack by the Germans. The real worry, he said, was the 
danger of an attack by Britain, not because she wanted to reconquer this 
country, but because British statesmen, and the Prime Minister in particular, 
believed that the non-possession of our country was a handicap to them. The 
British Government, he said, had always refused to give him an unconditional 
guarantee that they would not attack us. Mr. David Gray, who was the 
American Minister in Dublin during World War II, has recently, in a letter 
to the Irish Times, somewhat indiscreetly revealed that during the War he 
had recommended the British and United States Governments to exert 
limited economic pressure on Ireland to abandon her neutrality. He added 
that if Irish leadership continued to deny the moral obligation to co-operate 
in the common defence of the group on which their security and indepen- 
dence depended, the Great Powers which were carrying the burden must 
regard the Irish Republic for the purposes of collective defence against Com- 
munism as in the Russian camp. To say the least of it this is nonsense, because 
our policy of neutrality is really based on the natural instinct of self-preserva- 
tion, which is not peculiar to Ireland. Russia, which has repeatedly blocked 
our entrance to the United Nations, has no illusions about our attitude 
towards Communism. 


Captain Cowan’s Volunteers 
ON, patio questions of quite another kind have been raised by the 
formation of Captain Peadar Cowan’s Volunteer Force. Captain Cowan, 
who is a member of the Dail, a Dublin solicitor and an ex-officer of the 
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national army, believes that the problem of Partition can only be solved by 
action.* He was elected to the Dail at the last election as a member of Clann 
na Poblachta, Mr. Mac Bride’s party, but he soon left it and is now an Inde- 
pendent. In order to carry out his policy he has begun to recruit a Volunteer 
force for the avowed purpose of invading Northern Ireland. At a meeting 
in Fairview, Dublin, on May 15, to which fifty men marched in military 
formation and responded to military commands, he announced that his force 
would be so organized that it would move across the border and take posses- 
sion of Northern Ireland within a day. Their intention was, he said, so to 
organize and prepare that every man in Ireland would be fit for active service. 
There was no secrecy about the movement. It was an organization within the 
law. “At the moment we are concentrating on organizing the border coun- 
ties”, he said, “and the forces there along with those in Dublin will complete 
the task we have set ourselves. I do not want the struggle to be long drawn 
out. It must be accomplished quickly.” He claimed that there were men in 
his Volunteers who had fought in both world wars. Preliminary steps had, 
he said, been taken to organize the Volunteers in Northern Ireland, but these 
plans, he declared, could not be announced openly and would only be re- 
vealed to the underground movement. On June 11 he addressed a Gaelic 
League Feis, or musical festival, at Enniskillen in Northern Ireland on similar 
lines, promising the people that their period of bondage would soon be 
ended. Referring to a statement that unity might be brought about by a 
federal arrangement he said their claim was for one country undivided under 
one parliament. 

The Government’s attitude towards these strange events was disclosed by 
Mr. Costello in the Dail on June 27. Answering a question by Mr. de Valera 
concerning what action the Government proposed to take to vindicate 
Article 15 of the Constitution, which provides that the “right to raise and 
maintain military or armed forces is vested exclusively in the Oireachtas” 
(Parliament), Mr. Costello replied that this Article had not been infringed 
since there was no military force in existence. There was a volunteer move- 
ment but, so far as his information went, it had taken no part in any military 
manceuvres or activities of any kind. He added an assurance that measures 
would be taken to deal with any action of the kind complained of should it 
arise. The Government are apparently treating Captain Cowan’s activities as 
a joke, but there is no doubt that drilling is being openly carried on and that 
many young men are joining his organization. 


Agreements between North and South 


LL this is of course the fruit of the propaganda campaign against Northern 
Ireland for which Mr. de Valera himself is primarily responsible. Mean- 
while, as Mr. Boland, T.D., asked in the Dail, are all parties free to organize 
private armies for political ends ? The answer according to Mr. Costello is in 
the affirmative so long as they only do what Captain Cowan is doing. This 
is a strange and perhaps dangerous situation. 


* Sce THE Rounp Taste, No. 159, June 1950, p. 256. 
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In spite of these developments we have recently had clear evidence that 
so far as practical affairs are concerned, the Dublin and Belfast Govern- 
ments are able to forget their political differences and agree on joint action 
for the common good. Legislation has for instance just been introduced in 
both Parliaments to carry out an agreement in respect of the Erne hydro- 
electric scheme. This will enable the Electricity Supply Board in the Republic 
to complete the hydro-electric development of the River Erne in County 
Donegal and at the same time enable the people of Northern Ireland to 
participate in its benefits. The Bill embodying the agreement arrived at was 
introduced, on May 18, in both the Dail and the Northern House of Com- 
mons, and welcomed by all speakers in both Parliaments except Captain 
Cowan, who objected to the recognition of the Northern Government. 

The two Irish Governments have also agreed to acquire jointly all fishing 
rights at present held by the Irish Society in the tidal waters of the River 
Foyle. The necessary legislation will be introduced to set up a joint authority 
for the regulation and conservation of the fisheries in those waters. This 
agreement brings to an end the protracted legal proceedings in the Irish 
High Court between the Irish Society and certain Donegal fishermen who 
claimed that they had a right to fish in a branch of the Foyle. 

It is understood that discussions have taken place between technical ex- 
perts concerning the future of the Great Northern Railway whose system 
operates in both parts of the country, and that agreement as to its future 
working is probable. It is believed that proposals are under consideration for 
its management by a joint board representing C.I.E. (the recently nationalized 
Southern transport system) and the Ulster Transport Authority. It is signifi- 
cant that on June 5, at the first meeting of the new Government-appointed 
Board of C.I.E., Mr. G. B. Howden, the General Manager of the Great 
Northern Railway, was appointed manager of that railway and bus service. 
He will thus have administrative responsibility over the entire national rail- 
way system. 

Finally it should be recorded with satisfaction that both Irish Governments 
have agreed to subscribe towards the building of a planetarium at Armagh 
Observatory in Northern Ireland. The project will be controlled by a Board 
of representative Irishmen from North and South including the Catholic and 
Protestant Archbishops of Armagh, Mr. de Valera, Chancellor of the National 
University, and Dr. Alton, the Provost of Trinity College. 


Labour Unity 


HE most interesting political development during recent months has 

been the announcement that the two Labour parties in the Dail have 
agreed to join forces, so ending the division which took place six years ago. 
This is, however, only the first step, and unless the two Irish Trade Union 
Congresses settle their differences, of which there seems little likelihood, the 
political agreement by itself is of small significance. Of these bodies the most 
influential is the Irish Trade Union Congress which represents the older 
unions still controlled from Great Britain. Its rival, the Congress of Irish 
Unions, represents the purely Irish unions. The terms of reunion between 
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the two political parties state that they are prepared to work together “in 
accordance with Christian principles and national ideals” and that they 
“accept the principle of Irish-based and Irish-controlled unions to cater for 
Irish workers”. It is the application of this last principle which constitutes 
the real barrier to unity. Although the continuance of British-controlled 
unions is now anomalous, it is easy to understand why the older trade unionists 
do not wish to break the relationship or lose the benefits arising therefrom. 
On the other hand, the purely Irish unions will agree to no compromise on 
the subject, as was made clear at the annual conference of the Irish Transport 
and Workers Union on June 23, when resolutions were adopted refusing to 
accept any compromise with British-controlled unions. Although it does not 
look as if the unity desired by the Labour politicians will be soon achieved, 
it would undoubtedly clear the whole political atmosphere if there was an 
effective combination of all parties of the Left. Any such combination should 
of course include Clann na Poblachta (Republican Party) which the establish- 
ment of the Republic has rendered otiose. Mr. Mac Bride, its leader, has on 
several occasions recently emphasized the identity of its aims with those of 
Labour. The Clann, which has a more romantic and revolutionary back- 
ground than trade unionism, would certainly contribute to such an alliance 
a measure of courage and imagination with which the Labour leaders are not 
particularly endowed. The creation of a united Left would probably operate 
to create a united Right, for little save personal enmity divides those emi- 
nently bourgeois parties Fine Gael and Fianna Fail. In that event Irish poli- 
tics would assume a more normal aspect. For the moment, however, such 
developments seem remote. 

A series of unofficial strikes, including one which paralysed the C.LE. 
system for a week, indicates that our trade unions are suffering from the 
same -mysterious malady as those elsewhere. Mr. William McMullen, the 
President of the Irish Transport and Workers Union, warned its members 
at the annual conference on June 21 that such strikes do irreparable damage 
to the trade-union movement and if continued would invite legislation to 
curb them. Mr. Morrissey, the Minister for Industry and Commerce, revealed 
in the Dail on June 7 that Mr. de Valera’s Government, before the general 
election which led to its fall, was preparing legislation to freeze wages, impose 
sanctions on trade unions that countenanced unofficial strikes and fine em- 
ployers who granted increased wages. The trade unions are now taking steps 
to end the present stand-still agreement as regards wages on the ground that 
the cost of living has increased. 


The Budget 


Te third Budget of the present Government, introduced by Mr. P. 
McGilligan, the Minister for Finance, on May 3 neither increased nor 
reduced taxation. The total figure of £106,820,233, the largest yet estimated, 
consisted for the first time of two parts, one comprising the current ser- 
vices of £75,705,000 to be met out of taxation and by revenue adjustments; 
the other £31,115,233 providing for capital expenditures only, to be financed 
from the pool of American loan counterpart moneys, other funds under 
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government control and a new National Loan. In the course of a comprehen- 
sive economic survey Mr. McGilligan put the national income last year at 
£350,000,000. The total State debt has risen during the past twelve months 
from {116,000,000 to £157,000,000. On the dollar position he sounded 
a serious warning. Up to June 30, 1949, the aid allotted to this country 
was $6,300,000 and for the year ended June 30, 1950, the allotment was 
$44,900,000 of which $3,000,000 was a grant and the remainder a loan. Our 
contemplated dollar expenditure is at present nearly twice the amount of our 
dollar income. He foreshadowed increasing strictness as regards dollar 
expenditure and said that tourist traffic would be the main source of our 
dollar income. It seems clear that unless dollar earnings can be substantially 
increased we shall soon have to make drastic reductions in the purchase of 
wheat, maize, tobacco, petroleum and machinery from America—reductions 
which will very seriously affect the cost of living. The Government has just 
set up a Dollar Exports Advisory Committee and is taking long-overdue 
steps to develop the tourist industry. In other respects the economic position 
has improved. The volume of agricultural production has now reached pre- 
war level while industrial production is in volume 43 per cent higher than 
before the war, but we are exporting in volume ro per cent less than in 1938 
and importing in volume 27 per cent more, 

The Census of Population for 1946, recently published, reveals, however, 
the disheartening fact that our population is still falling. In 1881 the popula- 
tion of the area which is now the Republic of Ireland was 3,870,020, it is 
now 2,955,107. It has continued to decline steadily since we secured our 


political freedom and has fallen by 13,313 in the decade between 1938 and 
1946. Our young men, and women—who now for the first time on record 
outnumber the men—are emigrating in large numbers to Great Britain and 
Northern Ireland, attracted by the lure of the big cities, relatively high wages 
and better social conditions. Our various national governments have done 
their best to stop this national haemorrhage but it still continues. To stop it 
remains the most vital problem confronting Irish statesmanship. 


A Diplomatic Landmark 


a expected elevation of Mr. John W. Dulanty, the Irish High Com- 
missioner in London, and of Sir Gilbert Laithwaite, the British repre- 
sentative in Dublin, to the rank of Ambassadors, which was announced on 
July 25, gives formal and final recognition to the new relationship between 
Great Britain and the Republic of Ireland. Mr. Dulanty as High Commis- 
sioner in London has served Ireland well and faithfully for twenty years. No 
man has done more to promote good relations between the two countries, 
and his appointment as our first Ambassador in London will be universally 
approved. 


Ireland, 
July,1950. 





INDIA 


MR. NEHRU’S DIPLOMACY 


pene MINISTER NEHRU’S fruitless attempt to mediate in the Korean 
dispute made big news, both at home and abroad; and both here and there 
it has raised in an acute form the whole thorny question of India’s foreign 
policy. To the extent that the Korean aggression has resulted in a war on the 
Asiatic mainland, with the forces of a Western Power as one of the chief 
combatants, it has compelled a good many Indians to think out afresh the 
rdle which their country is destined to play in world politics. The tendency 
of the great mass of public opinion is greatly to over-simplify the issues 
involved; for, in point of fact, Korea has set all intelligent men and women 
in non-Communist Asia one of the most difficult examination papers in 
political loyalties which they have yet encountered. In the long run it may 
prove to have been no bad thing that the issues have been so clearly posed 
at a moment when cool and dispassionate consideration of India’s position 
vis-a-vis the free and Communist worlds is still possible and the sound of 
gun-fire is confined to a far-away corner of the vast continent. 

It will be helpful, therefore, if we try to set down some of the broad factors 
which are likely to influence Indian opinion as it surveys the mounting crisis 
in world affairs and which have already moved Pandit Nehru on several 
occasions to proclaim India’s intention to try to avoid formal attachment to 
either of the “power d/ocs”, and during this month led to his single-handed 
diplomatic démarche to Moscow and Washington. In the first place, having 
recently won freedom herself, India is genuinely desirous that all Asia should 
attain a similar condition, and in its simplest form Asians interpret freedom 
as meaning a complete break with the past three hundred years of economic 
and political subordination to the West and the final disappearance of the old 
nineteenth-century spheres of European influence. For this reason the war 
in Korea at first glance looks to India suspiciously like a further intrusion of 
Western influence into the affairs of the East. Secondly, India fears that if she 
is dragged into a war which she regards as primarily an affair of the Western 
Powers, her very limited resources, which she plans to utilize in raising the 
pitifully low standard of life of her people, will be diverted to the unproduc- 
tive purposes of the conflict. Thirdly, the country retains a strong pacist 
tradition deriving from the life and teachings of Mahatma Gandhi. Fourthly, 
her own military forces are just about equal to her internal needs and present 
local defence requirements—and no more—though any settlement of the 
Kashmir deadlock would release for other purposes a large number of men 
now underarms. Finally, much turns on the complex and engaging personality 
of the Prime Minister himself. Whole volumes have been written on this 
subject; but for the present purpose it is sufficient to say that Pandit Nehru 
is not a little attracted to some of the tenets of Communism but even more 
strongly repelled by the idea of the police state which is its indispensable 
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adjunct. In common with the great majority of Indians Pandit Nehru does 
not consider it impossible for the strictly compartmented Communist and 
non-Communist worlds to live together side by side, and his desire to secure 
the representation of the People’s Government of China at U.N. is inter alia 
an expression of this opinion. At the same time his own Government has 
given the militant wing of the Communist party of India such a trouncing 
in the last twelve months that the party chiefs have now announced the 
elimination of “violence” from their programme, which is henceforth to 
concentrate on agrarian problems and ownership of the land by the people— 
objectives not very different from those of the Congress and Socialist parlia- 
mentary patties. i 


Dynamic Neutrality 


bomen further point needs to be emphasized. If the factors enumerated 
above add up to a somewhat neutral attitude of mind, it should also be 
added that in his practical approach to the present crisis the Indian Prime 
Minister has rejected the conception of a purely technical neutrality and by 
his unsuccessful efforts to achieve a settlement of the Korean dispute by ~ 
negotiation has plumped in favour of a more positive rdle. Amongst Pandit 
Nehru’s favourite adjectives the word “dynamic” frequently appears, and it 
may be assumed that, for the time being at least, India will seek to pursue 
what for want of a better definition we may call a policy of dynamic neutrality. 
Viewed in this light there was nothing inconsistent in her support of the 
Security Council resolution on Korea and her independent attempt to mediate 
between the parties or incongruous in the fact that at the very moment of 
offering her services for this purpose she is herself a principal in a major 
arbitration which U.N. has had on its hands for the past two years. At the 
time of writing it is too early to predict the outcome of Sir Owen Dixon’s 
attempt to find a formula for settling India’s and Pakistan’s claims to Kashmir. 
The initial meeting between Sir Owen and the Prime Ministers of India and 
Pakistan, held in Delhi in the third week of July, is not thought to have 
produced any big step forward. Those closest to the discussions are extremely 
cautious in their assessment of the prospect, but the fact that a further meet- 
ing is to take place in Karachi may be taken as a sign that there is still hope 
of finding a satisfactory solution. ! 


India and the World Schism 


ps his message of July 13 to Mr. Dean Acheson, Pandit Nehru said that 
his purpose was to localize the conflict in Korea and to facilitate an early 
peaceful settlement by breaking the present deadlock in the Security Council. 
The Indian Prime Minister may have been unduly optimistic in supposing 
that his proposals would realize these very desirable ends, but there is no 
doubt that in so stating his aims he was reflecting opinion not only in his 
own country but also throughout the free world. Practicability and logic 
apart, Pandit Nehru cannot have been greatly pleased with the procedure 
subsequently adopted by the Kremlin for publicizing the correspondence; 
and on the whole, if the episode has cast some doubts as to exactly where 
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India stands in the line-up of the Powers, it has certainly brought her no 
nearer to the U.S.S.R. India has a vital interest in the maintenance of peace 
in Asia, in Europe and in the world, and the Korean interlude has made clear 
to that section of her public which is literate what the administration has 
known for a long time, viz. that the country will have to pick its way very 
gingerly through the dangerous forces which from now onwards will 
dominate the international scene. 

Under her present leadership it is a fair assumption to say that in the last 
resort India will be on the side of the free world, which is not quite the same 
thing as saying that in the event of a major war she will be straight away 
fighting in the ranks of the democracies. Before that stage is reached one of 
three things would have had to happen. Either Indian public opinion would 
have responded to a long process of education, or India would herself have 
been the victim of an attack, or such an attack would obviously seem to be 
imminent. In regard to the first of these considerations Korea has rudely 
projected the main issues of right and wrong in world affairs, and it is there- 
fore the starting-point from which Indian opinion on such questions as 
international morality and collective security will enter a new and important 
formative phase. How such opinion will react to further developments must 
to a large extent depend upon how the United Nations, and particularly the 
United States of America, deal with the political problems which will follow 
in the wake of battle, more particularly after the tide of war has turned in 
favour of the anti-Communist forces. Hitherto many Indians, not without 
reason, have doubted the effectiveness of the United Nations and even now 
tend to regard the resistance to the North Korean aggression as a resumption, 
on new ground and under new auspices, of the traditional rivalries of the 
Western world. If Asian opinion of any kind (which includes Indian opinion 
of any kind) is to be satisfied with the outcome of the Korean war, it is 
essential that this unhappy country is not just assigned the function of 
a democratic military bridgehead to Communist Asia but that it is also 
accorded the status and benefits that go with membership of the free world. 
The suspicion that Formosa is merely valuable for its strategic qualities has 
immensely complicated the American case in Indian eyes. Whether India’s 
membership of the Commonwealth will greatly influence her attitude towards 
the bigger struggle, of which Korea is the microcosm, is a difficult, delicate 
and (at this stage) probably premature question. It is certain, however, that 
in proportion as the Commonwealth countries respect the susceptibilities of 
Asian nationalism the Commonwealth concept will gain in Indian estimation. 





PAKISTAN 
DEFERRED JUDGMENT ON KOREA 


7 is difficult at this stage to be at all explicit on the subject of Pakistan’s 
attitude towards the Korean war, mainly because leader-writers have 
tended to keep off the subject. This is particularly noticeable in the case of 
Dawn, the chief organ of the Muslim League, which during this crisis in 
world history has carried editorials on every conceivable subject except 
Korea. In this instance the reason is that the editor, a person of very decided 
views, has been away, but, generally speaking, it is obvious that the papers 
are awaiting a clear lead from the Prime Minister, Mr. Liaquat Ali Khan, on 
his return from his round trip to America, Canada and the United Kingdom. 
Admittedly, Mr. Liaquat Ali Khan has publicly pledged Pakistan’s full sup- 
port to the United Nations and has denounced North Korea’s action as a 
clear case of aggression, but there are a great many questions that Pakistanis 
are anxious to ask him, and it is probable that he will have no easy task in 
carrying public opinion with him. Although he returns from his tour with 
fresh laurels and the reputation of a statesman who has attained international 
standing, there is a tendency in some circles to suspect that, tourist fashion, 
he may have fallen a victim to the blandishments of Western civilization and 
in the enthusiasm of the moment may have committed Pakistan farther than 
he should. 

There is undoubtedly a hard core of isolationist sentiment, which will have 
to be overcome. It would probably be fair to say that the majority of Paki- 
stanis regard the Korean clash as a straight showdown between the two main 
power b/ocs, and one that a comparatively small Asiatic nation, with enough 
troubles of its own to contend with, should keep out of. The concept of the 
United Nations banded together against aggression is looked upon with frank 
cynicism, and the average Pakistani draws an ironical contrast between the 
astonishing rapidity with which the Security Council went into action—in 
every sense of the word—when American interests were involved, and the 
spineless manner in which it handled the Kashmir, Junagadh and Hyderabad 
disputes, to say nothing of the débdcle in Palestine. Many Pakistanis feel that 
Mr. Liaquat Ali Khan would have done better to follow the lead of Egypt. 
It was, of course, unfortunate that during the crisis he was away from his 
own country and was not, therefore, in a position to carry public opinion 
along with him step by step. His return will alter the complexion of senti- 
ment, and already we have read in a Karachi paper, which ten days ago 
expressed the strongest isolationist views, editorial comment taking pride in 
the “courageous stand” taken by Pakistan on the Korean issue. “No false 
sense of neutrality”, the article continues, “has prevented Pakistan from 
recognizing aggression as aggression . . . this unequivocal stand on the side 
of justice and peace has raised the already high prestige of Pakistan.” There 
is every reason to hope that this will be the general tone of the Pakistani Press 
by the time this article appears in print. 
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The Prime Minister’s American tour has formed one of the main topics 
of interest during the quarter under report. He is believed to have made an 
excellent impression in the U.S.A., particularly in business circles, which 
appreciated his forthright, common-sense approach to commercial and indus- 
trial problems. During his Canadian visit, it was noticeable that he repeatedly 
referred in very warm terms to the Commonwealth family of nations and 
Pakistan’s place therein, and did not give more than a hint of the dissatisfac- 
tion which he had so openly expressed after the Commonwealth Prime 
Ministers’ Conference of May 1949. 


The Nehru-Liaquat Pact 


ELATIONS between Pakistan and India have on the whole steadily 
improved, and the Nehru-Liaquat Pact has worked better than most 
observers had dared to hope. It has averted the immediate crisis, and, even 
if the flow of Hindu refugees from East Bengal and Muslim refugees from 
West Bengal has not been completely checked, the numbers moving in either 
direction have been considerably less formidable; moreover, there has been 
an appreciable reverse movement of returning migrants in both directions. 
On the Pakistani side, as has been testified by: various “goodwill visitors” 
from India, notably, Mr. B. S. Sachar, who led a most successful goodwill 
mission to Western Pakistan, there is a universal desire that the agreement 
should be a complete success, and the Pakistani Press has on the whole been 
loyally supporting it, both according to the letter and in the spirit. On the 
other side of the border, there was from the outset a serious fundamental 
obstacle consisting in the existence of a large body of opinion, especially in 
West Bengal, where Pandit Nehru’s influence and popularity have for some 
time past been on the wane and the Hindu Mahasabha has been gaining 
ground, which was altogether opposed to the Pact ab initio, and felt that the 
time had come for a showdown with Pakistan. Certain organs of the Calcutta 
Press have maintained a very objectionable tone, and have been trying to 
make the Pact a failure by preaching that it has in fact failed. The Govern- 
ment of India appear to have been powerless to stop this, although both 
Governments had pledged themselves to take “prompt and effective steps” 
to prevent the dissemination of news and mischievous opinion calculated to 
arouse communal passion. Toward the close of June, however, a Joint 
Editors’ Conference took place in Dacca along with the meeting of the 
Inter-Dominion Information Consultative Committee, and a marked im- 
provement seems to have resulted. It is reported, too, that Pandit Nehru 
took the opportunity of a brief stay in Calcutta on his way back from his 
Indonesian tour to take the offending editors sternly to task. 
Although, then, the immediate danger of another serious outbreak or even 
a clash of arms in the two Bengals has been averted, it is difficult to be 
optimistic about long-term prospects of peace and amity in that area, Some- 
how the 11 or 12 million Hindus residing in East Pakistan must be made to 
feel that, even though they live in an avowedly Islamic State, they “belong” 
there. As things stand, they are not likely to see much future for themselves 
or their children in government service—traditionally the most popular form 
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of employment—or even in the professions. The expansion of commerce 
and industry in Chittagong, Dacca and Narayanganj has created a keen 
demand for clerical staff, but the Government of East Bengal is unwisely 
urging—or even bringing pressure to bear on—firms to employ Muslims, at 
least in all fresh vacancies. This creates a feeling of economic insecurity 
among the Hindus. For their part, they are themselves largely to blame for 
not being regarded as “good Pakistanis”, inasmuch as they have hardly 
disguised the fact that India remains their spiritual home; many of them keep 
their families at Calcutta, they read the Calcutta papers for preference, and 
they are inclined to side with India in inter-Dominion disputes. 


Trade and the Rupee 


N regard to other aspects of Indo-Pakistani relationships, there is ample 

evidence of a desire, on both sides, for a return to an era of close economic 
co-operation. Political co-operation must be regarded as largely out of the 
question until a solution has been found to the Kashmir dispute, but closer 
economic relations are barred only by the absence of a recognized exchange 
rate between the two rupees. There is now much less talk of economic 
separatism and a clearer recognition of the fact that the economies of both 
countries are complementary and interdependent. If proof of this were 
needed, it has been amply supplied during the last six months. India’s two 
leading industries, jute and cotton, have been starved of raw material, which 
is available in copious quantities just across the border. Pakistan has been 
struggling to dispose of those same raw materials, on exports of which her 
economy mainly depends, to countries other than India. India has been feel- 
ing the need of Pakistan’s hides, cotton-seeds, rock-salt and, above all, wheat. 
Pakistan’s exports of these commodities have fallen off woefully, and a suc- 
cession of bumper harvests in West Pakistan has produced a glut of wheat. 
India has plenty of coal to spare, while Pakistan has had to resort to the 
politically not very palatable expedient of buying her requirements from 
South Africa. If ever two countries needed to get together and dovetail their 
economic structures for the sake of their prosperity, these are the two. 

These facts have become so obvious even to the most intransigent ele- 
ments in public life and in the press, that there are few who doubt that, if 
once trade were made possible by a recognized rupee rate, there would be 
an immense revival in inter-Dominion exchanges. In regard to this matter, 
there is every reason for optimism. Pakistan has now become a member of 
the International Monetary Fund, and it is known that the Board of Gover- 
nors, in consultation with existing members of the Fund, have had her par 
value under close examination during the last two months. They are likely 
to communicate their views on the subject to the Pakistani Government 
during the course of this month and, indeed, there can be no doubt that these 
are being informally communicated to Pakistan’s Finance Minister, Mr. 
Ghulam Mohammed, during the course of his present visit to the United 
States. The Pakistani Government will not be bound to accept such advice, 
but, if it does not, cannot hope to receive any loans from the World Bank; 
capital is scarce and such loans are urgently required for various development 
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schemes, particularly the mammoth Lower Sind Barrage scheme on which 
the Sind Government has embarked. Pakistan could also, if she did not like 
the advice received from the I.M.F., play for time; but it seems unlikely that 
she would be so ill advised as to do so. It was generally recognized, when 
Government made the bold decision not to devalue in sympathy with ster- 
ling, that the Pakistani rupee could be propped up only so long as general 
world conditions encouraged a keen demand for primary commodities. The 
sharp fall in the price of wheat may be regarded as bringing the era of high 
commodity prices to a close. 

Meanwhile, how does Pakistan’s economy stand after ten months without 
devaluation? The chief criterion of the soundness of that policy, as was 
recognized from the start, was whether Pakistan could dispose of her export 
commodities without too serious a drop in prices. If this could be achieved, 
there would be a net gain, allowing for the expected cheaper imports of the 
manufactured goods which the country requires. The score has, on the whole, 
confounded the pessimists, but Pakistan’s Commerce Ministry has had a 
hard row to hoe; it has had some adventitious aids which will not be re- 
peated, and would probably welcome devaluation before the next export 
season with a sigh of relief. Cotton, to be sure, has moved most satisfactorily. 
This is due to the fact that there has been an expanding market in recent 
years in many parts of the world for Pakistan’s long and medium staple 
cotton, and buyers are prepared to pay more for non-dollar cotton. The fall 
in price has been so unimportant that the Pakistani Government has not even 
been compelled to sacrifice any part of the high export duty of Rs. 60 per 
bale. Wool has provided an even more pleasant surprise; it is mainly used in 
carpet manufacture, and an unprecedented demand has caused record prices 
to be paid, in spite of an exchange rate which is unfavourable to the main 
buying countries. The jute situation has, however, given constant anxiety. 
The cultivators have had to face a heavy cut in prices and at one time it 
looked as if about 1} million bales would remain unsold at the end of the 
season, involving vast problems of storage, finance and insurance. The situa- 
tion was saved by the short-term trade agreement under which the Pakistan 
Jute Board undertook to supply 800,000 bales to the Indian Jute Mills under 
a quasi-barter arrangement by which cotton piecegoods and other essential 
requirements of Pakistan were to be supplied in exchange. 


Imports and Capital Investment 


N the import side, the results of not devaluing have been extremely dis- 

appointing. This was mainly because the Pakistani Government, fearing 
that the balance of trade might turn heavily against them, rather precipitately 
suspended the Open General Licence and embarked on a policy of restricted 
imports, even from soft-currency areas. The result was, inevitably, dearth of 
consumer goods and a harvest for the black-marketeer and profiteer. Prices 
of many classes of goods, despite the cheaper landed cost, actually rose owing 
to the unprincipled attitude of wholesalers and retailers. The Korean war has 
given them a further boost. Pakistan’s economic advisers have thus become 
acutely conscious of the fact that even the maintenance of a highly valued 
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currency, which should in theory have a strongly deflationary effect, does not 
serve to keep the country clear of the ever-present danger of price inflation. 
A more liberal import policy has accordingly been adopted. The new Open 
General Licence published in June covers a wide range of goods—virtually 
excluding only luxuries and goods which are produced in Pakistan—from the 
soft-currency areas, and even some categories of goods from the American 
Account area. This last provision has been possible because Pakistan is, at 
present, remarkably flush with dollars, although she has been overdrawing 
on her sterling account. The future policy in regard to the import control 
largely depends on the measure of success which the Pakistani delegation 
meets in getting blocked sterling released at the Sterling Balances talks which 
are being held in London in July. 

Industrial enterprise has received a fillip, so far as investment of indigenous 
capital is concerned, from the devaluation of sterling, for intending indus- 
trialists have been in a hurry to finalize their projects and purchase plant from 
the United Kingdom or other devalued countries before the Pakistani rupee 
is in its turn devalued. Most of them seem to feel that this is inevitable, and 
are, therefore, placing their orders while the going is good. Thus Pakistan 
is, at last, to have a jute-mill industry of its own, thanks to the enterprise 
of Messrs. Adamji Haji Dawood, who were previously well known in the 
jute world of Calcutta. The promoters and their friends are putting up 51 per 
cent of the capital required, while the remaining 49 per cent will be offered 
for public subscription but will be underwritten by Government. The new 
Industrial Development Corporation is to decide whether any further jute 
mills are to be sponsored, or whether these three and a smaller one which is 
being erected at Chittagong will suffice for the present. This Corporation, 
incidentally, was given statutory existence by an Act passed at the last session 
of the Legislature in March, but is not yet functioning, because Government 
have been unable hitherto to find a suitable Chairman and other personnel. 
The shortage of experienced administrators is a constant handicap to the 
Pakistani Government. 

Widespread interest is being created, in shipping and commercial circles, 
by the Pakistan Government’s plan to establish a new river port for ocean- 
going steamers at Chalna, some miles south of Khulna on the Pussur river 
of East Bengal. The port—to begin with it will be no more than an anchor- 
age—will relieve pressure on the hard-worked port of Chittagong, which is 
at present the only outlet for East Bengal’s jute, except via India. A survey 
of the river has indicated that, if ships go up and down only at the spring 
tides, i.e. at intervals of 12 days, which will involve no great delay, a draught 
of about 24 feet will be assured. It is hoped to make a start in December with 
four sets of mooring buoys. The outer shoals have already been buoyed and, 
as a matter of fact, the approaches to the river are much safer and easier than 
the approaches to the port of Chittagong. 


Pakistan, 
August 1950. 
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POLITICS IN DEADLOCK 


T is remarkable that, at a time when British politics are in a state of such 

uneasy equilibrium, Australia likewise is experiencing a considerable 
degree of political deadlock and uncertainty in both Federal and State 
Parliaments. Probably there are some common factors operating in the two 
countries; in particular, it is evident that both have been experiencing a 
steady swing away from Fabian Socialism since the latter movement attained 
its zenith of power shortly after the War, and in this process a period of equal 
electoral support for Socialist and non-Socialist parties is likely to occur. 
However, there are many other factors operating as well in the Australian 
case, from very localized issues in State politics to the “staggered” system 
of electing Senators in the case of the Federal Parliament. Furthermore, 
Australian Parliaments usually have smaller majorities than are customary in 
British politics, chiefly because all parliamentary elections except those for 
Queensland’s State Parliament are governed by preferential voting systems 
which produce reasonably faithful reflections of popular opinion. Even so, 
the degree of political deadlock at present manifested in Australia is remark- 
able, and it corresponds in both Federal and State spheres to very evenly 
balanced divisions of opinion among the electors on major issues of policy. 


The Federal Parliament 


HE Menzies-Fadden Government elected last December obtained only 
50°45 per cent of the votes cast;* but the Federal distribution of elec- 
torates is such that it has a comfortable majority of 27 in the House of 
Representatives. The Senate was designed by the Founders to exhibit more 
continuity of personnel; Senators hold office for six years and normally only 
half the Senate retires at each general election. The effect of this has been 
exaggerated at the present time by the very astute way in which the Labour 
party arranged the increase in the size of the Senate and the simultaneous 
change from something like first-past-the-post voting (for a team) to pro- 
portional representation in Senate voting, which operated for the first time 
at the recent election. Labour has so managed that it retains the exaggerated 
representation, in the personnel of the 18 non-retiring senators (15-3) which 
the former system gave it at the 1946 elections, while suffering relatively 
small loss (19-23) by the swing against Labour in 1949, when 42 Senators 
were elected by proportional representation. Hence Labour had a majority 
of 12 in the Senate until July 1, when Senators elected in 1943 retired, and 
still has a majority of 8 after their successors have taken office. 
The Labour majority in the Senate maintained, throughout the Federal 


* Labour obtained 46-5 per cent. It is estimated that with the present distribution of 
electorates, the Liberal-Country-party coalition needs only 48 per cent of the votes to 
obtain a parliamentary majority. 
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parliamentary sessions which began in February last and ended in June, an 
attitude of criticism, or of obstruction—depending on the point of view— 
to all Government measures, so that when Parliament rose in June only two 
substantive measures had been passed—an Act for creating a wool stabiliza- 
tion fund, and an amendment to the Social Services Acts granting child 
endowment at the rate of 5s. per week for the first child (endowment having 
previously been confined to children other than the first). The latter measure 
was passed only after the Senate had twice rejected the Government’s pro- 
posals,* in an effort to make the amount of endowment ros. per week and to 
prohibit the Arbitration Court from taking endowment into account when 
fixing the basic wage. This obstruction was factious, in view of the Labour 
party’s previous persistence in refusing any endowment to first children, and 
the Government scored a tactical victory in securing the passage of the 
measure in the dying hours of the session. When the session ended the Houses 
were deadlocked on three major Bills—a Commonwealth Bank Bill, a Con- 
stitution Amendment Bill and the Communist Party Dissolution Bill. 

The Commonwealth Bank Bill repeals the bank nationalization legislation 
of 1947 (already held invalid by the Courts) and amends the Labour party 
banking legislation of 1945 in various respects. The amendments to the 1945 
Acts are surprisingly modest in scope, considering the opposition which the 
legislation aroused at the time of its enactment; in particular, the new pro- 
visions retain the principle that in the last resort the Commonwealth Bank, 
which as Central Bank controls the general policy of the whole banking 
system, must follow the policy laid down by the Federal Cabinet of the day; 
this is indicative of the extent to which theories of credit control have been 
accepted by all parties. The Labour Senate majority has rejected an amend- 
ment which creates a Bank Board of ten members, including at least five 
persons from outside the Commonwealth Bank and the public service, to 
control the policy of the Bank in place of immediate control by the Governor 
of the Bank as favoured by the Labour party.} This is opposed by Labour, 
largely because of their view that in 1931 a Commonwealth Bank Board 
containing strong representation from private industry was responsible for 
deflationary credit policies to meet the great depression. The provision for 
ultimate Government direction removes to some extent the force of this 
objection, and the new Board’s composition is markedly different from that 
of 1931. The Senate has acted not unreasonably in securing careful considera- 
tion of this measure. However, the Government’s banking policy was very 
clearly stated to the electors and it would be absurd to have any further 
deadlock on this issue. Labour should be satisfied with the fact that major 
features of its Central Bank policy, as expressed in the legislation of 1945, 
are being retained. 

* The Bill originated in the Senate. Hence there was only one disagreement with the 
Lower House (after the Government majority there amended the Senate Bill and sent it 
back) and so there was no occasion for a double dissolution under the provisions shortly 
to be mentioned. 

t If the Cabinet overrules the opinion of the Board, it is required to report the circum- 


stances to Parliament. 
$ And as provided by the existing legislation. 
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The Constitution Amendment Bill has been introduced in anticipation of 
a deadlock between the Houses, leading to a double dissolution and a general 
election for all seats in both Houses, pursuant to Section 57 of the Constitu- 
tion. If the Senate rejects a Lower House Bill or amends it against the will 
of the Lower House twice in not less than three months, such a dissolution 
may be obtained, and the Senate has already laid the foundations for this 
process by its dealings with the Anti-Communist Bill, to be dealt with next, 
and with the Constitution Amendment Bill itself. The latter is designed to 
minimize the probability of an equal division in the Senate after such a 
dissolution. This probability results from the new system of proportional 
representation for the Senate, which is very likely at such an election (unless 
there is a political landslide) to give Labour and non-Labour thirty seats 
each in that House. The proposed amendment does not depart from pro- 
portional representation, but provides for the election of Senators in two 
groups of five from each State, these being the groups to hold office for three 
and six years respectively. This would normally result in majority representa- 
tion of 6-4, one way or the other, in each State, by no means necessarily all 
one way in the several States, so that there would still be the possibility of 
equal numbers for Labour and non-Labour (should three States go one way 
and three the other). The Labour majority in the Senate has rejected this 
measure and described it as a hastily conceived bit of constitutional patch- 
work designed to secure a political advantage for the Government while the 
latter still has a good deal of popular support; the Labour attitude is due 
largely to the fact that the Bill might lose to Labour the advantage which it 
has gained from the method adopted for increasing the size of the Senate, 
mentioned earlier, It is also fair criticism that the Liberal and Country parties 
have not shown themselves much concerned about the deadlock situation 
which exists whenever Labour has a Lower-House majority in Victoria, 
South Australia, Western Australia and Tasmania, where the special franchise 
for the Upper Houses makes non-Labour majorities in those Houses a prac- 
tical certainty. It may be added that since we are approaching the fiftieth 
anniversary of our Federal Constitution, now would be a good time for 
referring not only the deadlock problem but the working of the Federal 
Constitution generally to mature consideration by a constitutional conven- 
tion removed as far as possible from the accidents of contemporary political 
strife. The Constitution Amendment Bill can be submitted to the electors 
notwithstanding the Senate’s refusal to pass it,* but the Senate will endeavour 
to delay this process so as to ensure that the new method of Senate election 
does not apply at a double dissolution over the Anti-Communist Bill. 


The Communist Party Dissolution Bill 


HIS Bill recites in a long preamble a series of grave allegations against 
the Communist party which, if substantiated in a court, would justify the 
conviction of those participating for treason, sedition and a number of lesser 
offences. The preamble emphasizes the potential menace of the Communist 
party to the defence of Australia. The Commonwealth has no general power 


* See Section 128 of the Constitution. 
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to deal with criminal offences, and such incidental power as it undoubtedly 
possesses to deal with treason and sedition must probably be exercised in 
peace-time by defining offences and leaving conviction to the courts.* The 
Bill proposes in large measure to bring about conviction by Parliament itself, 
and it is partly for this reason that the Government is emphasizing the con- 
nexion between the measure and the Commonwealth’s defence power, which 
has been held to authorize non-judicial dissolution of subversive associations, 
though as yet only during time of “hot” war. 

The main substantive provisions of the Bill as finally proposed by the 
Government are as follows. First, the Communist party is declared to be an 
unlawful association and is dissolved, with consequential provisions as to its 
assets and debts. Secondly, the Governor General in Council is empowered 
to declare that organizations in substance dominated by Communists and 
constituting a menace to defence or the maintenance of order are likewise 
unlawful associations and are dissolved, but such organizations may appeal 
to the courts against the declaration that they are dominated by Communists. 
Thirdly, it is made an offence to carry on the activities of a dissolved associa- 
tion, but this has to be proved in the ordinary way by prosecution in the 
courts. Fourthly, the Governor General in Council is empowered to declare 
that named individuals are Communists or have been such at any time since 
May 1947,} and that their activities are prejudicial to defence or the main- 
tenance of order, but such persons may appeal to the courts against the 
declaration that they are or were Communists. The consequence of such 
declaration is to render the persons concerned incapable of holding or con- 
tinuing to hold office in any Federal Government department, in certain 
semi-Government instrumentalities, and in key trade unions covered by 
Federal law. (No other penalty attaches to declaration in the case of indi- 
viduals, nor does the Bill contain any provision preventing persons as 
individuals from holding or expressing Communist opinions.) Fifthly, the 
declaration procedures may not be used except on the advice of a Committee 
of five persons of high standing (including a judge and the Solicitor General). 
Sixthly, appeals against declarations are to be heard by a judge sitting without 
a jury, and on such appeal the onus of proof is to rest with the appellant 
unless he (or in the case of an association, its responsible officer) gives sworn 
evidence and exposes himself to cross-examination by the Crown; in any 
event, the Crown may discharge whatever onus lies on it by mere averment— 
that is, by the written statement of the prosecutor, without producing the 
witnesses from which its information is derived and exposing them to cross- 
examination by the appellant. 

The principal amendments proposed by the Labour party, carried in the 
Senate, and rejected by the Government and the Lower House, concern the 
procedure on appeals from declaration of alleged “fellow traveller” organiza- 
tions and Communist individuals. These are that on such appeals the Crown 
should accept a full onus of proof and discharge it in the ordinary way by 

* The Constitution requires “judicial power” to be exercised by courts. 


t+ This was the date on which Commonwealth Security Officers seized a list of members 
of the Communist party. 
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adducing sworn evidence subject to cross-examination, and that appellants 
should have the option of trial by jury. A minority group in the Labour party 
is opposed to the Bill root and branch, and another group is in favour of it 
as it stands, but the majority, although disliking the principle of “conviction 
by preamble” which applies to the Communist party itself, decided that the 
Government must be regarded as having an electoral mandate for some such 
step and that the Labour party was justified only in seeking further protection 
for other associations and for individuals. 

This Bill is an exception to the principles of the rule of law as understood 
in modern British usage. Even those most critical of A. V. Dicey and the 
Whig State consider that in general conviction for serious crime should be 
obtained only in the ordinary courts and subject to the usual proof-onus and 
evidence rules. The British and American tradition is to insist on this most 
particularly in the cases of treason and sedition and of association for political 
purposes. It has accordingly been urged by minorities in all parties that a 
better mode of procedure would have been to modernize the definition of 
sedition in order to cover the specific dangers of modern totalitarian con- 
spiracies, both fascist and communist, and to leave the critical finding that 
the Communist party is a subversive association to the courts. However, 
since the major parties have now accepted the basic principle of deciding that 
point by parliamentary declaration, the argument comes down largely to the 
question of preventing abuse of the legislation.* The Government has shown 
itself very ready to accept amendments which lessen the possibility of such 
abuse. It is doubtful whether the “declaration” procedures can be called 
criminal, though on American experience a declared person may suffer social 
consequences much more serious than the direct legal consequences pre- 
scribed in the Bill. When the parliamentary session ended, it seemed probable 
that the Labour party would carry its insistence on the amendments men- 
tioned above to the point of a double dissolution. Since then, however, the 
events in Korea have re-emphasized the Government’s case that Communism 
is not only a criminal conspiracy, but one which can be dealt with effectively 

* Some justification for anxiety about the administration of the Bill was provided by 
a number of incidents while it was being debated. Mr. Menzies was goaded by interjectors 
in Parliament into the incautious (some thought merely jocular) statement that Mr. E. J. 
Ward and an unnamed Labour Senator merited “declaration” under the Bill. At about the 
same time, a number of Liberal and Country-party speakers at State election meetings 
were referring to what they considered the minor and unessential differences between the 
Labour party and the Communist party. Mr. Menzies read in Parliament a list of names 
of alleged Communist trade-union leaders, but was afterwards obliged to admit that five 
names had been included by mistake. The Menzies-Fadden Government has also per- 
sistently refused to explain the dismissal without notice of a doctor in a military hospital 
who alleges that although not a Communist he has been victimized for holding pacist 
views. Possibilities of witch-hunting have, therefore, been opened up, and in such an 
atmosphere malicious gossip and the activities of official and amateur agents-provocateurs 
tend to run riot. The advisory committee now proposed by the Government is some pro- 
tection against these possibilities. The Labour party claims that the only adequate protec- 
tion is to require the Crown to put its witnesses in the box. The Government claims that 
effective police work against Communist infiltration would be impossible if its police 


agents, who would supply the major information leading to “declaration”, have to disclose 
their identity at public hearings. 
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only by unusual methods. This may counterbalance the degree of encourage- 
ment which the Labour party has obtained from the State elections, now to 
be dealt with. 


State Elections 


ENERAL elections have now been held this year for the Lower Houses 
in the five bicameral State Parliaments, and for Queensland’s unicameral 
assembly. There have also been some Upper House elections in the four 
States with a special franchise for that purpose; the Labour party won a seat 
in the Western Australian Legislative Council, but all these bodies have 
strong anti-Labour majorities and will continue to do so under present elec- 
toral arrangements.* The general elections show a people very evenly divided 
in their political opinions, even in the cases where the electoral system has 
produced clear parliamentary majorities for one party or the other. Curiously 
enough, the two States where stable majorities have been returned—Queens- 
land and South Australia—also have minority Governments, although for 
different reasons. In South Australia, the general election held on March 4 
produced no change whatever; not only were the parties returned with the 
same strengths as in the previous Parliament, but all sitting members were 
re-elected. The result was: Liberal and Country League, 23 members; Lab- 
our, 12 members; and 4 Independents. In this State, the formerly separate 
Country and Liberal parties have fused, so that a two-party system operates. 
The Liberal and Country League has now been in power since 1933, and 
Mr. 'T. Playford enters upon his fourth successive term as Premier, an 
example of political stability which only Queensland excels. It is, however, 
a minority government owing its stability to an electoral system which makes 
the vote of a farmer worth the votes of three city dwellers; the Labour party 
polled slightly more than 51 per cent of the votes cast in this election, and 
has gained slightly as compared with the last Federal election figures. In 
Queensland, a general election was held on April 29 for an enlarged House, 
with electorates redistributed so as to give the Labour Party an advantage, 
but more important in this State is the institution of first-past-the-post voting 
instead of the preferential systems used in the rest of Australia.t The opposi- 
tion here being divided between the Liberal party and the Country party, the 
Labour party won many three-cornered contests although not having a 
majority of the total votes cast. In the result, Mr. A. Hanlon’s Labour 
Government was returned with 42 members, the Country party having 20, 
the Liberal party 11, and Independents 2, although the Labour party polled 
about 70,000 votes fewer than its opponents. Labour, however, improved 
its votes considerably as compared with the last Federal election, when there 
was a landslide against it in Queensland. A feature of this election was the 
defeat of Australia’s sole Communist member. Labour has now been in 
office in Queensland since 1932. 
* One of the consequences of the Victorian political situation, referred to below, is that 
all parties seem committed to adult franchise for the State Upper House, which will 
materially alter its political composition. 


+ For further discussion of the electoral systems, and the previous history of the Queens- 
land laws, see THE Rounp Taste, vol. xxxvii, p. 401. 
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We now turn to the four State elections which have produced unstable 
Governments. In Tasmania, which has had proportional representation on 
the Hare-Clark system since 1912, Labour Governments have been in power 
since 1932, but in the past two years the Premier, Mr. R. Cosgrove, has had 
to rely on the support of Independents. A dissolution was precipitated by the 
refusal of an Independent to continue as Speaker. At the election held on 
May 6, Mr. Cosgrove confounded the prophets by holding a slender majority 
of the electorate, thereby improving on Labour’s showing in the Federal 
election. Labour won 15 seats, the Liberals 14, and there is one Independent. 
The Independent has refused to take the Speakership, but has indicated that 
he will support the Labour party, so that the Cosgrove administration con- 
tinues in office. 

In Western Australia the opposition to Labour is divided between a 
Liberal and a Country party, and a coalition Government of these two parties 
has held office since 1947; it relied on the support of two Independents, and 
was several times defeated on the floor of the House before going to the 
country on March 25. There had been in the meantime a redistribution of 
seats which tended to lessen the advantage gained by the Labour party under 
the previous law from the over-representation of the goldfields and pastoral 
outback, but the total number of members remained the same.* The outcome 
was 25 Coalition members, 23 Labour and 2 Independents—exactly as before 
the election.f Hence the Premier, Mr. D. R. McLarty, continues in office, 
depending as before on the discriminating support of the two Independents 
(since after providing a Speaker, the Government can be out-voted by the 
Labour party and Independents voting together). Here also the Labour party 
has gained a little ground since the Federal election. 

In Victoria, politics have been in a disturbed condition, marred by personal 
vendettas and covert intrigue, ever since the election of 1947, brought about 
by the unconstitutional action of the Upper House in refusing supply in order 
to make a demonstration on the Federal issue of bank nationalization. The 
coalition between Liberal and Country parties which then took office almost 
immediately fell a-quarrelling ; the Liberal party changed itself into a “Liberal 
Country party” which some members of the Country party joined, and the 
rest of the Country party went into opposition. Disagreements within the 
“Liberal Country party” itself led to an election on May 13. Labour obtained 
a plurality of votes, but owing to the electoral system gained only 25f seats 
to the Liberal Country party’s 27§ and the Country party’s 13.|| After a period 
of undignified wooing of one party by another, the Country-party rump has 
formed a Government with the “discriminating” support of Labour. This is 
a thoroughly unsatisfactory position, brought about chiefly by a Labour party 
rule inhibiting it from taking office with the support of other parties.** Mr. 


* For previous history of the W.A. electoral position, see THE Rounp Taste, vol. 
Xxxvii, p. 402. + The Country party lost 2 seats to the Liberals. 

+ A gain of 9. These figures include one “Independent” Labour member who invari- 
ably votes with the Labour party. § A loss of 5. || A loss of 3. 

** A section of the Labour party and several powerful Union executives are opposed 
to the bargain. 
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Hollway, Premier of the previous Government, before resigning advised the 
Governor to dissolve Parliament, sooner than have a Government from the 
smallest and most discredited party in the House. The Governor, however, 
properly followed British precedent by rejecting this advice until he had 
explored the possibility of obtaining from a newly elected Parliament a 
Government which could guarantee supply. It would put Governors in an 
invidious position if they had to canvass the political morality of a party 
combination which can secure a vote of confidence. The new Premier, 
Mr. McDonald, will be required by Labour to carry out electoral reforms 
which may further reduce the strength of the Country party, but which it is 
to be hoped will make future political bargains such as this unnecessary. 

In New South Wales a general election was held on June 17, with 94 con- 
stituencies (compared with 90 in the old Parliament) and a redistribution of 
seats. The Labour party lost heavily as compared with the last previous State 
election and slightly as compared with the Federal election, but still polled 
a majority of votes over all other parties; the result was Labour 46 seats, 
Liberals 29, Country party 17, unendorsed Labour 2. The McGirr Labour 
Government continues in office with the support of the unendorsed Labour 
members. In this State the Liberal and Country parties remain separate 
organizations, but they are on friendly terms. On the other hand, both the 
unendorsed Labour candidates can be depended on to support Labour much 
more closely than the Independents in Tasmania and Western Australia sup- 
port the existing Governments of those States, and both may be formally 
admitted to the Labour party. A feature of this election was the final extinc- 
tion of the Lang Labour party, a relic of the great party split of the thirties. 
Labour has now held office in New South Wales since 1941. 

The above figures show that the swing against Labour observable in the 
Federal election has not been carried into the State elections. However, 
although there is some correlation between State and Federal electoral senti- 
ment, it is not so great as one might expect. This is illustrated by public- 
opinion poll figures for Federal politics, which show that in this period of 
slight Labour State gains since the Federal election, public support for the 
Menzies—Fadden Federal Government has increased; it is probable that at a 
Federal election held in May, 53 per cent of the electorate would have sup- 
ported the Liberal-Country-party coalition. The State position cannot be 
ignored in estimating the Federal position, but the confidence of the Liberal- 
Country-party coalition that it can afford to stand its ground on the anti- 
Communist legislation and, if necessary, have a double dissolution and 
general election on the issue seems well justified. 


Australia, 
August 1950. 
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THE PARLIAMENTARY SESSION 


HE Session of 1950 has been in many ways disquieting and not least 

from the standpoint of the parliamentary system and parliamentary tradi- 
tions. In both Houses the Government has had a small majority. The normal 
majority in the House of Assembly has been seven, sometimes increased by 
illness, which seems to have afflicted the Opposition more than the Govern- 
ment benches. In the Senate the Government’s normal majority is one, with 
the President in the Chair and the casting vote of the Chairman in Committee. 
At one stage towards the end of the Session the Government only maintained 
its position by bringing in the President to vote as a private Senator in Com- 
mittee, thus bringing the votes to an equality and then carrying the divisions 
by the Chairman’s casting vote. Many important decisions on the three major 
Bills of the Session were carried by these exiguous majorities. 

Not only was this the case, but the guillotine was resorted to in both 
Houses and in the case of the Senate an omnibus guillotine motion was 
carried, which left every Bill in the latter part of the Session liable to be 
declared “urgent”, with consequent restriction of debate. 

Oppositions often become very virtuous about restrictions of this kind, 
and alter their views when they enjoy the responsibilities of government. 
Nevertheless, from a purely objective standpoint, it is unfortunate that such 
vitally important measures as were carried during the Session should have 
been carried in such circumstances and by such small majorities. It is well 
known that the Government represents a minority of the voters and it might 
have been expected that some at least of its legislation would have been held 
over until the feelings of the country could have been tested in the hope of 
producing a more decisive result. 


Three Restriction Bills 


ecu three main Bills of the Session were the Population Registration Bill, 
the Group Areas Bill and the Suppression of Communism Bill. The 
Population Registration Bill was, from the standpoint of general political 
theory, much the least objectionable of the three. On the other hand, it was 
easier to attack. The fundamental objection which the Opposition felt to 
this Bill was that it was essentially part of the system of dividing South 
Africa on racial lines, and, as it were, pigeonholing every human being in 
the country into his proper classification. From the propaganda point of view 
the line taken was rather that the identity card provided for in the Bill was 
a “pass”. So effective was this line of argument that Government supporters 
raised loud objections to the use of the term “pass” and Opposition speakers 
only emphasized it more and more. Another line of argument adopted was 
that the Government did not intend at this stage to extend the system to 
Africans, so that European women would have to carry passes while their 
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native maidservants escaped scot free. This also proved a powerful argument 
with sections of the electorate which normally support the Government. As 
far as one can prophesy, the system of registration will first be applied to the 
European and Coloured population groups and, together with the Mixed 
Marriages Bill passed last Session and the Immorality Bill passed earlier this 
Session, will define with some sharpness who are Coloured and who are White 
in those very mixed areas of the Western Cape Province which Opposition 
speakers claim are the main target of the Bill. This much is true, that if the 
Government’s declared policy of putting Coloured voters on a separate regis- 
ter and giving them separate communal representation goes through, the 
indispensable work of sorting out the population will already have been 
accomplished under the Population Registration Act. 

The passing of the Suppression of Communism Act was made easier by 
the fact that other parts of the Commonwealth, as well as the United States 
of America, are legislating against Communism. While the smaller Opposi- 
tion groups opposed the principle of suppressing political beliefs by force, 
the United party declared itself perfectly willing to see Communism sup- 
pressed if it could ensure that this suppression was limited to Communism 
in the true sense of the term, and was carried out by methods which did not 
imperil the principles of the rule of law for the community as a whole. 
Amendments of some importance were accepted by the Government in the 
course of the debates, but the Act has emerged in such a form that many of 
the most cherished liberties of citizens lie at the mercy of the Executive with 
either no appeal to the courts or with an appeal in which it will be difficult 
to prove one’s case. As the powers of the Minister under the Act involve 
interference with the right of public meeting, interference with the press and 
the right to deprive a man of his membership of Parliament by declaring him 
a Communist, it is probably no exaggeration to say that the rights of private 
citizens in South Africa against the State have never been so low. If it is an 
exaggeration to say that South Africa has become a police state, it would 
nevertheless be fair to say that elements of the police state are becoming part 
of the whole life of the country. So far there has only been one declared 
Communist among the 196 members of the two Houses of the Union Parlia- 
ment. This is Mr. Sam Kahn, M.P. for the Cape Central Circle, representing 
Native voters. He will presumably be deprived of his seat. If he stands again 
as an Independent it is probable that his electors will once more return him: 
he had a large majority when he was elected in 1947. 

The Group Areas Act is an extraordinary document. It is drawn up in very 
wide terms and very considerable latitude is given to the Minister of the 
Interior, who is to administer it. The amount of human suffering and bitter- 
ness which it will cause depends very largely on the extent to which the 
Minister uses the powers of exempting areas and granting permits to indi- 
viduals which the Act has conferred on him. It would be unjust to condemn 
the Act as a working document in advance of accurate information as to how 
it is to be administered. But two of the objections made to it by the Opposi- 
tion seem tenable however the Act is administered. One is that once again 
on matters vitally affecting the rights of the individual uncontrolled power 
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is to be in the hands of a Minister, so that the Group Areas Act assists in 
building up the new State where laws and judges count for little and where 
the Minister in office for the time being counts for much. The second point 
of fundamental objection to the Bill is that it enshrines the principle of racial 
separation on the Statute Book. To the practice of racial separation as distinct 
from the principle, few white South Africans, even among the Opposition, 
object. What is objected to is not the fact that people of different races should 
and normally do live in separate self-contained areas, but that they should 
be compelled to do so by law with the rigidity and harshness which are 
inseparable from legal compulsion. 

It appears that the Act is likely to be most immediately effective in its 
application to Indians, and it is from this point of view that it is likely to 
influence South Africa’s international position. “Indians” are not defined as 
a separate category in the Bill, which divides all South Africa into White, 
Native and Coloured, defining “Coloured people” negatively as people who 
are neither White nor Native. It immediately goes on to provide for ethnic 
and other subdivisions of each of these main groups, and we have been left 
in no doubt that it is in fact intended to treat the Indians as a separate group. 
It is hard to escape from the conclusion, which has been pressed by the 
Opposition and not much contested by the Government, that the Bill is 
intended to be non-discriminatory against Indians in form while bearing 
directly upon them in fact. The unedifying dispute between the South African 
and Indian Governments as to whether or not Dr. Donges, the Minister for 
the Interior, gave the Indian and Pakistani delegations during their visit to 
South Africa a clear description of the type of legislation he proposed to 
introduce has done nothing to ease the international position. The Indian 
Government has stated very clearly that it cannot see its way to participating 
in a round-table conference now that this Biil has become law. South Africa 
must expect and doubtless will receive drastic criticism at the General 
Assembly of the United Nations. The Act has thrown a spanner into the 
delicate mechanism of the new Commonwealth of Nations. Only a combina- 
tion of better statesmanship and the kindness of Providence can prevent us 
from arriving at the stage where India will demand that the Commonwealth 
choose between South Africa and herself. 


The Situation of the Parties 


HE Suppression of Communism Bill and the Group Areas Bill were 

calculated to impose on the United party the maximum possible strain. 
The United party, while it stands for racial tolerance, is not, as a party, a 
liberal or radical organization, although it includes liberals among its mem- 
bers. It is difficult for it to present a vigorous opposition to Bills which play 
on the emotions, traditions and fears of the European population without 
dividing itself. In the circumstances it may be said to have weathered the 
storm pretty well. On the Suppression of Communism Bill it took a clear and 
united stand. On the Group Areas Bill we had the familiar picture of a hand- 
ful of Durban members, elected by constituencies where anti-Indian feeling 
is rife, taking their own line and abstaining from voting. On the whole the 
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United party managed to live up to its name and also to co-operate effectively 
with the other Opposition groups, the Labour party and the Native Representa- 
tives. This unity was even more pronounced in the Senate than in the House. 

While the Government has succeeded in placing the United party more 
than once in a very difficult position, it may well prove to have been a shade 
too clever. Its main strength lies in the exploitation of those emotional issues 
which have unfortunately played such a large part in recent South African 
politics. On bread-and-butter issues it is far less likely to embarrass the 
United party or draw away votes from it. As there appears at present to be 
no intention of an immediate election, it would seem that the Nationalist 
party has left itself without a very adequate election cry. The disfranchise- 
ment of Natives and the proposed restrictions on the franchise of the 
Coloured people are still held up by Mr. Havenga, and the Government has 
little of the same nature left. 

During the Session Dr. Malan made further statements with regard to 
republicanism and to his claim on the High Commission territories. On the 
second point he seemed to have receded somewhat and to be satisfied with 
the opening of negotiations with Great Britain. It does not appear that he is 
proposing to follow the very dangerous and embarrassing course of getting 
through a resolution of both Houses asking the King to transfer the terri- 
tories. He has left South Africa in no doubt of his preference for a republic, 
but it is to be a republic within the Commonwealth; and he presumably will 
stand by his statement that this will not be introduced unless the electorate 
has had an opportunity of pronouncing specifically on the republican issue. 
One of the great difficulties which he has to face and for which in a way he 
is responsible is that it is now difficult to give the United Kingdom or the 
territories concerned any assurance as to their future which can have any 
legal effect. The declared intention of the Government to ignore the pro- 
visions of the Entrenched Clauses and to disfranchise the Natives by a simple 
majority in the two Houses has greatly destroyed South Africa’s credit. No 
promises could be more specific or sacred than those affecting the franchise 
for non-Europeans in the Cape. From many points of view it has become a 
matter of regret to large sections of South African opinion that our Constitu- 
tion is so completely flexible. An effective legal rigidity on the present 
Entrenched Clauses and perhaps on a few other points is coming to be felt 
as a necessity. 

No doubt this is one of the contributing factors to the line of thought 
which is expressed in a new book, Friends or Foes? by Dr. Arthur Keppel- 
Jones, who wrote that remarkable book When Smuts Goes. There is much in 
Dr. Keppel-Jones’s book with which neither the Government nor the main 
Opposition could agree. And probably the majority of opinion in South 
Africa would be against the cutting up of the Union which he advocates. 
But it is true that a federal framework would be the easiest way of safeguard- 
ing the position of the High Commission territories if they were handed over 
to the Union, and would also make it possible in a different and better atmo- 


sphere for the Union and Southern Rhodesia to join hands, while retaining 
their separate identity. 
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There were moments towards the end of the Session when the title of 
Dr. Keppel-Jones’s previous book When Smuts Goes seemed to be very 
appropriate. Although General Smuts has at the time of writing made a 
remarkable recovery from his very severe illness, no one knows whether and 
when he will be able to re-enter active politics. As he lay on what was then 
thought to be his death-bed, he sent a message to the United Party caucus 
resigning the parliamentary leadership and recommending Mr. J. G. Strauss 
as his successor. It is an open secret that the decision of the caucus was not 
only prompt but unanimous. This was most disconcerting to the Nationalist 
party, which had been prophesying a split the moment Smuts’s hand was 
withdrawn. Unfortunately the United party has since experienced some in- 
ternal dissension. Mr. Arthur Barlow, an interesting but very unpredictable 
parliamentary figure, has now come out with the alternative plan of inducing 
Mr. Havenga to come over to the United party as leader. It is difficult to say 
what support Mr. Barlow has, and this is perhaps not the place to examine 
the merits of his suggestion, but there can be no doubt that Mr. Strauss has 
not been given the loyal and active support which he should have had from 
every section, and that his position and that of the United party in the 
country have been somewhat weakened as a result. 

What of Mr. Havenga himself? That Sphinx-like statesman still manages 
to veil his real intentions in darkness and obscurity. At times one doubts if 
he himself knows exactly what he proposes to do. And yet his attitude is not 
one of mere opportunism, for he does differ from both the major parties in 
his outlook, and if it were not for the Colour question he would probably 
be an acceptable leader of the central group of non-extremist South Africans. 
The “if”, however, is such a very big “if” in present-day circumstances that 
it may invalidate the whole argument. 

The Nationalists have managed to keep their own divisions a little more 
secret, yet they have had divisions and difficulties. Nor does it seem that the 
older and more conservative Nationalists, headed by the Prime Minister 
himself, are entirely happy about the extent to which they are being led by 
their more theoretical and totalitarian younger wing. 


The Elections in South-West Africa 


HE parties will have an almost immediate trial of strength in the South- 

West African elections. Six seats are to be filled in the House of Assembly 
and two in the Senate, while a new Assembly is to be elected for the territory. 
As the Government has the right to nominate two senators in addition to the 
two elected ones, its position in the Upper House is not likely to be worsened. 
A tremendous campaign, however, is taking place in South-West Africa for 
the winning of the six Assembly seats. The importance of it is shown by 
stating the effect of possible results on the composition of the House of 
Assembly. To take what all would agree is impossible, the capture of all six 
seats by the United party would lower the Government’s majority to one and 
would almost certainly precipitate a general election. At first the National- 
ists hoped to make a “little slam” and all that the United party could wish 
for was that the six seats might be equally divided. As the campaign has 
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developed the chances of the United party have brightened considerably. The 
German vote on which the Nationalists counted does not seem to be going 
unanimously for them by any means. Optimistic United party members are 
hoping to win four or even five of the six seats. It does not seem likely that 
the Nationalist majority will be increased by these elections and, small as it 
now is, it may be even further diminished by them. If this should be the case, 
Dr. Malan would certainly be “hoist with his own petard”. 

The Budget has already been discussed in THE Rounp TABLE and there 
is no point in commenting on it again. It was not a decisive element in 
the Session. It must be said, however, that Mr. Havenga has proved an 
embarrassment to his colleagues not only in his strong attitude’’on the 
franchise question but also by his austere insistence on balancing the Budget 
and cutting down expenditure. His freezing of the cost-of-living allowance 
in the Public Service while living costs are still mounting has been very 
unpopular among public servants and will probably lose the Government a 
good many votes. In the long run financial integrity may well pay, but there 
are not wanting signs that other members of the Government are chafing 
under the unpopularity of this provision. 

Taking it generally the political and party situation has never been more 
fluid than it is at the moment. Exact prediction is not easy. So far as anything 
emerges from the present confusion it is the conviction that there are limits 
to the extent to which the totalitarian extremists in the Nationalist party are 
likely to have their own way during the next few years. The country is clearly 
restive under their strong influence, and even on the Government side of the 


House there are many who would welcome a more moderate government if 
such became politically possible. 


South Africa, 
July 1950. 





NEW ZEALAND 
PARLIAMENT MEETS 


N June 27 Parliament was opened by a Commission of the Legislative 

Council, pending the election of a new Speaker of the House of Repre- 
sentatives and the swearing-in of the new members elected last November. 
The Legislative Council was in the unprecedented position of having neither 
a Speaker nor a Chairman of Committees in office, and of having its ranks 
swollen by 25 new members just nominated by the Government, doubtless 
pledged to carry into effect any reform of the Council pressed by the Govern- 
ment, including possibly abolition. On the following day the session was 
ceremonially opened with a short Speech from the Throne, which emphasized 
the basic prosperity of the current situation and briefly outlined a full pro- 
gramme of legislation on lines repeatedly forecast by spokesmen of the new 
National Party Government during the last six months. When the Prime 
Minister, Mr. S. G. Holland, announced the intention of the Government 
to support the United Nations in the South Korean crisis, and to send two 
frigates immediately to the scene of action, he received eloquent and unequi- 
vocal support from the Leader of the Opposition, Mr. P. Fraser. On the 
introduction of domestic policy, in the form of the Imprest Supply Bill, 
Mr. Fraser immediately moved a vote of no confidence, on the grounds that 
the Government had broken election promises, had issued damaging state- 
ments on the financial position of the country, had reduced subsidies without 
adequate compensation to workers and their families, or to Social Security 
beneficiaries, had removed safeguards in regard to the sale of lands and houses, 
and by its administrative actions had detrimentally affected the economy of 
the country. The Government made only a limited call on the debating talent 
at its command, and the motion was defeated by 44 votes to 34 in a House 
of 80 members. 


Rift in Industrial Labour 


NDER the Labour Government the New Zealand Federation of Labour 

has been the main unifying agency in industrial labour, and the main 
link between unionists and the Government. From its foundation in 1937, 
the Federation was affected by the forty-year-old division between the 
so-called “militant” unions, strong and aggressive enough to attach little 
importance to compulsory arbitration, and the main body of the unions, 
strengthened by the compulsory unionism of 1936, relying on the protection 
given by compulsory arbitration. Within the Federation scope was given for 
local diversity in the local Trades Councils, to which unions affiliated to the 
Federation each send a representative, while centralization was provided by 
making the Annual Conference the centre of authority, and, between Con- 
ferences, vesting authority in a small National Executive anda larger National 
Council, which included a representative from each Trades Council. Hence 
unless they could sway most of the Trades Councils, or the Conferences, or 
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secure a majority on the National Executive, the militants must find the 
Federation a source of constraint. So for the last three years there has been 
increasing tension, exacerbated by personal jealousies and hostilities. 

To establish its position the National Executive of the Federation pre- 
pared a “Fifteen Point Policy”, eventually accepted by the 1950 Conference, 
declaring in rather vague terms the objectives of higher wages and shorter 
hours to the full extent made possible by any increase in productive effi- 
ciency; full employment; improved social-security benefits; strengthened 
price controls and fuller use of subsidies ; expansion of government provision 
of rented houses; preservation or strengthening of trade-union rights; in- 
creased participation of workers’ representatives on boards or other bodies 
“concerned with the productive life and welfare of the nation”; improved 
factory hygiene; maintenance of industrial conciliation and arbitration; 
continued loyal support to the political Labour Party; loyal acceptance of 
majority decisions, and qualified support to expanded immigration, subject to 
no prejudice to “our established conditions of wages and employment” and 
no aggravation of housing problems. This was immediately challenged by a 
manifesto signed by a number of union secretaries and prominent unionists, 
among whom leaders of the militants were notable, which demanded the 
repeal of the Industrial Conciliation and Arbitration Act; the termination of 
compulsory unionism; “worker control” of the waterfront, mines and rail- 
ways; public ownership of cement, freezing and fertilizer works, of coastal 
shipping and of all banks and insurance companies, and intensified use of 
subsidies and price controls. 

On April 5 the Government, by the Economic Stabilization Regulations, 
1950, abolished the control of maximum rates of remuneration, possibly 
owing to the stress laid on evasion of the control by private employers paying 
wages above the legal rates during the hearing of a claim by the Public 
Service Association for increases in salaries, though the evidence was not 
considered adequate by the Tribunal; possibly owing to the desire of the 
Government to facilitate the introduction of incentive methods of payment 
in order to increase efficiency, or possibly as part of a general programme of 
removing controls. The National Executive of the Federation thereupon 
decided to enter, as soon as practicable, a claim for a general wage increase 
of £2. 5s. per week, or 15. 3d. per hour, under the power, left by the new 
regulations, to ask the Court for a general minimum wage order. In this way 
they exceeded the proposals of the militant unions and of the Communist 
party, who were speaking in terms of an increase of {2 per week. 

On April 18 the Federation entered into its 1950 Conference as a body 
representing 225,000 unionists, and ended the Conference as a body not sure 
of more than two-thirds of that membership and faced by a new rival or- 
ganization calling itself the Trades Union Congress. The ground for the 
break lay ostensibly in the requirement that the Waterside Workers’ Union 
withdraw an abusive letter written to the National Executive in connexion 
with a strike of carpenters in Auckland in 1949 and thereby honour and 
maintain the principle of majority decision in the Federation. By a fairly 
narrow majority the Federation Conference voted for expulsion of the 
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Watersiders unless their letter were withdrawn before May 31, and by a 
narrower majority rejected a motion for re-committal of the issue. Thereupon 
the representatives of the Watersiders, who had throughout forced the issue, 
withdrew and were followed by delegates of the Transport Unions, Freezing 
Workers, Carpenters, Hotel Workers and others, representing nominally a 
secession of 75,000 members. After their rather stiff terms for further dis- 
cussions on unity had been rejected the dissidents proceeded to form a new 
organization to be entitled the Trades Union Congress. Since that time both 
groups have been campaigning to retain or to win union support, and the 
present position remains doubtful and confused. However, the first pro- 
visional President and Secretary of the new organization have had to resign 
owing to refusal of the unions employing them to follow their lead. 


The Public Accounts 


N presenting, at the end of May, his statement on the Public Accounts for 

the year ending March 31, 1950, Mr. Holland as Prime Minister and 
Minister of Finance chose to present them in a new form which gave much 
more prominence to the Capital Account than has been the case in the past, 
The simplest of the variants he offered is perhaps the following: 


Capital Accounts 


£ £ 
Works Payments. . * : : 34,399,460 


Debt Repayments. : , : ‘ 11,000,000 


45,399,460 
Borrowings from Public for Capital Works . ; z 19,399,460 
Capital Account Deficiency. . . : ° ———_ 26,000,000 


Social Security Fund 


Payments t . : ‘ : Ki : 46,360,426 
Receipts . ; 43,773,173 


Deficiency—Social Security Fund ; ‘ ‘ semen” | RSET AGS 
War Expenses Account 
Payments Rpycmics : ; . : ‘ . 4,279,124 
Receipts . . : ; : : : 3,249,316 
Deficiency—War Expenses Account . ‘ , ———_ 1,029,808 


Consolidated Fund 


Receipts . : : : ; : : . : 124,996,633 
Payments c : : ‘ . ‘ ; 120,688,892 
Surplus—Consolidated Fund ‘ . . é ——_ 4,307,741 
Combination of Four Accounts 


Capital Account Deficiency , ‘ ‘ ‘ . ; ‘ . 26,000,000 
Social Security Fund Deficiency . . . . ‘ . : . 2,587,253 
War Expenses Account Deficiency . ‘ . ; ‘ . . —_- 1,029,808 


29,617,061 
Consolidated Fund Surplus : : “ ; . : . + _ 4,307,741 


Net Deficiency . R : : ; . , : » 25,309,320 
cc 
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The method of presentation was presumably designed to emphasize the 
use of Reserve Bank credit and the point made later by Mr. Holland: “We 
found that we were expending money far beyond the income from taxation 
and borrowing together.” The former Minister of Finance, the Rt. Hon. W. 
Nash, would probably have distinguished more clearly between revenue and 
capital accounts, and between development expenditure and debt repayment. 
Expenditure was slightly below estimate so far as the Consolidated Fund is 
concerned, and the surplus arose from the excess of tax revenue over the 
estimates, except for income and highway taxation. In the three previous 
years Mr. Nash had built up working balances in the Social Security Fund 
by payments from the Consolidated Fund of £18 million, £16 million and 
£15 million. In 1949-50, an election year, he budgeted for a payment of 
£12 million only, and planned to draw on working balances for £2°6 million, 
which is approximately the actual deficiency. The War Expenses Account 
had become of declining significance and Mr. Nash planned to meet expendi- 
ture partly by using up working balances to an extent about equal to the 
recorded deficiency, which leaves the balances at about £2°3 million. As in 
previous years he planned to meet development expenditure from National 
Savings and from a 3 per cent “tap-issue” loan, which, in previous years, was 
largely subscribed by insurance companies, savings banks and departmental 
and stabilization funds. Mr. Holland’s statement indicates that £19°4 million 
were taken up “by the public”, and £15 million secured by 1 per cent 
Treasury Bills taken up by the Reserve Bank. On the other hand, depart- 
mental working cash balances at the end of the year seem to have been 
appreciably larger than usual. 

Both Mr. Holland’s form of presentation, which, after all, does clearly reveal 
the facts, and the inferences drawn from it were bitterly criticized by Labour 
spokesmen, including Mr. Fraser and Mr. Nash. This served to bring out the 
contrasting philosophies of the two parties. To the Government it seemed 
that expenditure should be met out of revenue or loans subscribed by the 
public. Maturing loans should be met by conversion or new issues taken up 
by the public. Otherwise inflation must lead directly or indirectly to rising 
prices, however stringent price control might be. To Labour spokesmen it 
seemed that the £11 million from the Reserve Bank for debt repayment was 
merely a transfer of debt, while as to the remainder they pointed out that it 
had issued in the creation of valuable assets. 


Subsidies 


N May 5 Mr. Holland announced that expenditure on subsidies during 

1949-50 had amounted to {14°85 million, and without some modifica- 
tion would in 1950-1 involve £17 million. Hence he announced that sub- 
sidies on flour, bread, tea and eggs would be reduced with a consequent 
saving, on subsidy expenditure, of £5°8 million in a full year. Increase of 
fares and rates in transport, instead of meeting losses by subsidies, would 
involve a saving of {2°35 million. Abolition of the subsidy on coal produc- 
tion would save at least {2°25 million. The abolition, next year, of the 
subsidy on wool for local manufacture would save £1°35 million. In cases 
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where prices continued to be controlled price adjustments, equal to the 
increase in costs arising from the elimination of subsidies only, would be 
permitted. The attention of the Arbitration Court, and of other wage-fixing 
authorities, would be drawn to the change, so that a cost-of-living adjustment 
could be declared. As a first step Social Security monetary benefits, other 
than Universal Superannuation, were increased by 5 per cent, which, it was 
estimated, would increase Social Security expenditure by £1 million per year. 

When the Arbitration Court began the hearing of an appeal by the Federa- 
tion of Labour for a cost-of-living adjustment, on May 23, it heard evidence 
from the Government Statistician, the Director of Stabilization and the 
Secretary of the Stabilization Commission. While these expert witnesses con- 
curred as to the difficulty of taking into account effects other than the direct 
effect of the transfer of the saving in subsidies to consumers, the Government 
Statistician estimated that the direct effect would be to increase the Con- 
sumers’ Price Index by approximately 4 per cent, involving a cost at the rate 
of £5. 9s. per annum per head of the population. The Director of Stabiliza- 
tion estimated that a wage increase greater than 6 per cent, when passed into 
labour costs for calculation of the guaranteed price for dairy products, would 
put the guaranteed price above the export return, though the Meat Industry 
Stabilization Account would be in a slightly better position to meet higher 
wages. The workers’ advocate, basing his case on a family of man, wife and 
three children, asked for an increase of 165. 2d. per week, or 10°6 per cent on 
the average award rate of £7. 125. 6d. per week as recorded by the Govern- 
ment Statistician. On June 12 the Court awarded an increase of 5 per cent on 
award rates, with a maximum of 75. per week for men, and 45. 9d. for women. 

The case of the subsidy on transport raises one accruing difficulty on which 
Mr. Holland laid stress. The loss on railway operations turned out to be not 
so great as expected, but the Department still failed by £1-1 million to cover 
its operating costs. This is symptomatic of the difficulties of other Govern- 
ment Trading Departments and of the trading operations of many local-body 
enterprises. Losses on the National Airways were expected to amount to 
£360,000 during the year. Broadcasting incurred a small loss. The Post Office, 
which in recent years has made a profit of £1 million or more, failed to cover 
its expenditure. In 1949-50 the loss in State Housing was £195,000 and in 
1950-51 the loss would be £174,000, despite recent increases madecin rents 
for new tenancies. As a consequence of the ending of subsidies some freight 
rates and passenger fares have already been raised, as has indeed been sug- 
gested by departmental officers at various times during the last two years. 
An increase in postal or telephone charges is to be expected at an early date. 


Development Loan 


N its loan policy the Government has returned to the practice of floating 
a public loan for a specific amount with subscriptions closing at a pre- 
determined date. In announcing the National Development Loan the Prime 
Minister stated that the Government intended to be careful, in view of 
30,000 vacancies in various branches of industry, not to absorb “more than 
our share of the resources available in manpower, money and materials”. He 
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pointed out, however, that essential works already in progress must be com- 
pleted and others must be begun. After eliminating non-essentials the 
Government had been able to restrict its programme to the same amount 
as planned last year—{37 million. Last year’s Consolidated Fund Surplus, 
together with other moneys already in hand, would reduce the amount re- 
quired to £30°5 million, to be financed by National Savings to the amount 
of £10 million, and a National Development Loan of £20 million, offered 
on terms of (1) a 2} per cent stock repayable on August 15, 1954, and issued 
at par, and (2) a 3 per cent stock repayable on August 15, 1959-61, and issued 
at £99. 10s. per cent. The latter stock offers a return of approximately 3-05 
per cent which represents a return slightly above the previously ruling “tap 
loans” at 3 per cent, yet not sufficient to affect the ruling market prices of 
existing securities. It was a minor triumph for the Government’s policy that 
the loan was over-subscribed, with an unprecedentedly large number of sub- 
scribers, only {2.2 million subscribed by government departments, relatively 
little from insurance companies, and no direct subscriptions from banks. 


Import and Other Controls 


N the middle of May the Government carried out its intention of setting 

up a body to overhaul Import Control by appointing an Import Advisory 
Committee of four members, with a senior Judge of the Supreme Court as 
Chairman, the other members having long experience in the Department of 
Industries and Commerce, or in trading and manufacturing. It is to examine 
the present import licensing system; to recommend modifications in it; to 
recommend an import licensing schedule for next year on or before July 31, 
1950; and to consider special applications for import licences involving large 
amounts of oversea funds. When legislative authority can be secured its 
name and functions may be changed. It is at present hearing evidence. Price 
control has been abolished on a large number of items in which supply is 
sufficient for competition to exercise a restraint on price increases. The 
requirement that New Zealand holders of oversea funds or securities could 
dispose of them only with the consent of the Reserve Bank has been relaxed 
for holdings within the Sterling Area. The control exercised by the Reserve 
Bank over advances for some purposes by the Trading Banks has also been 
relaxed. 

Despite some falling off in dairy production due to a dry autumn the 
volume and value of exports have remained high, and may indeed have 
exceeded previous records. With the Government watching the situation 
cautiously the position of the Dominion is sound, so long as there is no very 
adverse movement in export prices in the coming season. Even more so if 
there is no adverse movement in import prices. It can hardly be a matter of 
surprise, however, that New Zealanders are waiting with intense interest for 
the outcome of the present negotiations with the British Government in 
regard to the bulk-purchase prices for exported meat and dairy products. 


New Zealand, 
August 1950. 





COMMONWEALTH RELATIONS 


MR MENZIES ON EMPIRE DEFENCE 


hfe the Korean war began no special mechanism of Commonwealth 
collaboration went into action to produce a united Commonwealth 
policy and a common front. The fact that all members promptly did support 
the Security Council’s vote, denouncing the aggression and calling for aid 
against it, owed something, no doubt, to the persistent effect of all the inter- 
changes of information and the discussions of common problems that make 
up the routine of Commonwealth relations: but other and stronger causes 
were also at work. There were, incidentally, certain not unimportant differ- 
ences of policy within the Commonwealth over subsidiary issues, such as the 
representation of China on the Security Council—on which, it is known, 
Pandit Nehru’s Government used all the mechanism of Commonwealth 
consultation to press its point of view: certainly no special apparatus for 
achieving a united Commonwealth policy either existed or was demanded by 
member Governments. 

The occasion, however, was improved upon by advocates of a closer 
Commonwealth connexion. Thus Mr. R. G. Menzies, Prime Minister of 
Australia, said in an after-dinner speech in London on July 18: “For the life 
of me I cannot understand why, if our defence policy is Empire, our foreign 
policy cannot be Empire too, You cannot have a diversity of foreign policy 
and a unity of defence preparation.” And on an earlier occasion he had put 
this thought in terms of official mechanisms. Addressing the Australian 
Institute of International Affairs in Adelaide on June 26, the day after the 
North Korean invasion, he said that an Imperial foreign policy committee 
could usefully be established in London, somewhat on the lines of the pre- 
war Committee of Imperial Defence. It would be attended by the British 
Foreign Secretary and the High Commissioners or visiting Ministers of the 
Dominions; would sit regularly and would be provided with “flexible, 
localized machinery”’, such as small British Empire secretariats in the different 
Dominion capitals. If Mr. Menzies adverted to this proposal in his discussions 
with Mr. Attlee during his nine-day visit to London in July, there was no 
sign of its receiving any more enthus‘astic response, either from the other 
member Governments or from public opinion in their countries, than had 
greeted previous such suggestions, mostly emanating from Australia. 

During his stay, which was concerned not only with urgent questions of 
foreign policy and defence but also with important economic and financial 
questions, Mr. Menzies attended a meeting of the Cabinet in Downing Street. 
The fact that the Chiefs of Staff were present sufficiently indicates the broad 
nature of the agenda. To balance the picture of defence collaboration, the 
Chief of the Imperial General Staff, Field Marshal Sir William Slim, was at 
the same moment in Australia, which, with New Zealand, he was visiting in 
accordance with long-standing plans to study and advise on the co-ordination 
of the defences of the three countries. 
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Mr. Menzies was, of course, right in referring to “unity of defence pre- 
paration” if he meant it in the technical sense. The fact, for instance, that 
armed forces throughout the Commonwealth are equipped, trained and 
organized in a very high degree to a common pattern, and are accordingly 
able—subject to a political decision which it is relatively easy to make 
between Commonwealth members—to be joined instantly and smoothly 
under unity of command, was of very great importance in determining the 
extent and manner in which member countries could contribute to United 
Nations defence in Korea. Such technical readiness for unity of action, 
however, while it presumes a certainty that members will not be on opposite 
sides of the war, and a high degree of probability that they will actively fight 
on the same side, does not require or imply the certainty that they will. Pace 
Mr. Menzies, unity of defence policy, in the sense of having united forces 
which are bound to act as one, can only derive from, and cannot precede or 
justify, unity of foreign policy in a similar sense. 


The Dominions and South-East Asia 


NITY of regional interest is, of course, a very important foundation for 

common policies in defence and foreign affairs. It played a considerable 
part in determining that Australia and New Zealand were, with the United 
Kingdom, the most forward of the Commonwealth countries both in the 
dispatch of forces to the Korean theatre and in the emergency expansion of 
their defence programmes. Australia’s growing concern for the Far East, as 
the hinterland of South-East Asia which is her own and New Zealand’s 
defensive perimeter, has been conspicuous since the war; it has been newly 
emphasized of late months by Mr. Menzies and his Minister for External 
Affairs, Mr. Spender; and Mr. Menzies has used words—for instance, when 
Mr. Malcolm MacDonald, the Governor General of Malaya, visited Aus- 
tralia in May for the Sydney Conference mentioned below—which imply that 
Australia considers the defence of Malaya something in which she should 
directly share because it is part of her vital interest. 

An interesting sidelight on the position which Australia under the Chifley- 
Evatt and Menzies-Spender régimes has carved for herself in Asian affairs 
was thrown by some remarks of Pandit Nehru, the Indian Prime Minister, 
at a press conference in Singapore on June 18. He had expressed India’s 
close interest in South-East Asia, had condemned both Communism and 
“colonialism”, observing that Communism could not be checked unless the 
fullest support was given to nationalist movements in Asia, and was then 
asked some questions about New Guinea. Dutch New Guinea, he thought, 
would inevitably and properly go in due course to Indonesia. And Eastern 
New Guinea, which is under Australian control ? That, he felt, was a different 
case, for “Australia, unlike Holland, could be considered a component part 
of South-East Asia”. Thus, in effect, the Commonwealth connexion has once 
more been shown capable of filling constructively and progressively the 
vacuum left by the end or transformation of “colonialism” in Asia and 
elsewhere. 

An important illustration of this has lately been afforded at the meeting 
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in Sydney of the Commonwealth consultative committee on economic aid 
for South-East Asia, an offspring of the Colombo conference of Common- 
wealth Foreign Ministers last January.* The Sydney conference opened on 
May 15, Mr. Spender being elected chairman, and on May 19 issued a long 
communiqué. (Is it too much to beg the secretariats of Commonwealth 
conferences not to cloak real performances and plain agreements with the 
almost impenetrable outer garments of otiose phraseology ?) The conference, 
having taken note, in effect, of action by individual member Governments 
to give aid to South-East Asia, added certain highly important recommenda- 
tions (here summarized) to the Governments jointly: 


1. Development of South-East Asia should proceed by progressive stages 
under a six-year plan, to which end each participating country should 
prepare by September 1, 1950, a full statement of the economic situation 
and development programme. 


. These statements should be considered by meetings of the participating 
Governments, to be held in London in September, with a view to 
producing a comprehensive plan. 


. A Commonwealth scheme of technical assistance should be inaugurated 
within a few months, to the tune of £8 million spread over three years. 
. A formal approach should be made to Governments of non-Common- 


wealth countries in South-East Asia, welcoming their full association 
with the scheme. 


Whether such long-term projects of economic co-operation can go forward 
in the circumstances of rearmament and tension created by the Korean war 
appears to be, at the time of writing, an open question. 


India and Pakistan 


T had seemed likely, in mid-July, that the Korean affair might have one 

good by-product in the shape of an Indo-Pakistani settlement over Kash- 
mir. Their realization of a great and imminent external danger, and of the 
way in which their strength to meet it had been sapped by their Kashmir 
quarrel, caused leaders both of India and of Pakistan to feel that a settlement 
was urgently needed, even at some sacrifice. But the adjournment of the talks 
which Sir Owen Dixon, the United Nations mediator, had with Pandit 
Nehru and Mr. Liaquat Ali Khan in Delhi towards the end of July damped 
these hopes. The confidence gained by Sir Owen, however, and the waning 
of old suspicions of imperialist designs, had undoubtedly made it more likely 
that agreement would be reached—and certainly war avoided—within the 
ambit of the Commonwealth. Before leaving Karachi in May on a visit to 
England and America Mr. Liaquat Ali Khan was asked whether he would 
again take up in London his proposal for a Commonwealth guarantee of the 
territorial integrity of India and Pakistan, and replied that the proposal 
seemed so sensible that people should be thinking about it without its being 
taken up again and again. 


* See THe Rounp Taste, No, 158, p. 110. 
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The Prime Minister of Pakistan, whose reputation as a Commonwealth 
statesman of the new school has been steadily growing, no doubt had Indo- 
Pakistani differences in mind when, addressing a joint session of the Canadian 
Senate and House of Commons on May 31, he said that the Commonwealth 
had great opportunities for raising the hopes of mankind by outlawing war 
and aggression and the use of coercion or force as a method of settling 
disputes among its members. (For two generations that had been taken by 
older members as an axiom of Commonwealth affairs.) This was the second 
of two points which, he said, he wished to emphasize, after praising the 
Commonwealth as an association of nations of like mind and purpose. The 
first was that, with the rise to nation status of three Asiatic members, the 
notion that the Commonwealth ties were mainly religious, historical or racial 
must be regarded as out of date. If, he added, the Commonwealth did no 
more than give the world a lead in establishing a brotherhood of man, irre- 
spective of creed, race or colour, it would still have made a notable contribu- 
tion to the cause of human welfare. 

It cannot be said that the cause of establishing within the Commonwealth 
a brotherhood of man irrespective of race or colour has advanced without 
setbacks of late months. A proposed three-cornered conference of the Union, 
India and Pakistan to consider the future of Asiatic people in South Africa 
was abandoned; for India, for one, felt that she could not take part in a 
conference which would be concerned with the repatriation (or, most often, 
expatriation) rather than the internal rights and citizenship of her kinsfolk 


by race. Indeed, South African racial policy generally continued to excite 
strong resentment in non-white communities of the Commonwealth, and 
in white communities, too, to provoke the question whether racial exclusive- 
ness within a member country and racial equality within the Commonwealth 
as a group can ever be compatible. But that is another story. 
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